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Automation and Its Problems 


At a recent luncheon meeting of 
the Victorian Division of the 
Society, the speaker, Mr. John 

_ Casson, told the story of a pub- 
‘opinion poll conducted in an oversea 
ntry. Those interviewed were asked 
whether they approved of labour- 
devices; an overwhelming 
rity answered yes. They were 
a asked whether they approved of 
fomation; an overwhelming majority 
Swered no. This story was told to 
y that occasionally a word acquires 
cial emotional value, and “auto- 
fon” appears to be just such a word. 


is a word that is usually taken to 
h automatic control of productive 
But mechanisation of pro- 
ion began in the Industrial Revolu- 
and has been increasing ever since. 
the layman, automation seems 
new nor unexpected, but merely 
of a process of evolution. Viewed 
is historical perspective, it is no 
than the logical outcome of over 
ury of industrial development. 


my, then, the emotional reaction to 
ord? The reason, it seems, is that 
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present-day changes, though evolution- 
ary, are too sudden and too rapid, so 
that a consequential crop of human 
problems can hardly be avoided. 


The village blacksmith had two or 
three decades to learn the garage busi- 
ness thoroughly. But some of today’s 
tradesmen may find that patiently- 
acquired skills have lost their commer- 
cial value in a matter of months. It is 
only to be expected that rapid tech- 
nological changes should breed uneasi- 
ness and insecurity among employees 
in the industries that are affected. 


Clearly, there is no easy or ready- 
made solution to this problem Whether 
management can fairly be expected to 
shoulder the entire burden of solving 
it is open to question. On the other 
hand, managements certainly have 
some responsibility. As a first step, 
there should be close co-operation be- 
tween managements and the govern- 
ment organisations responsible for ar- 
ranging the re-employment of affected 
labour, and the plans of both should be 
carefully integrated. 
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Mr. E. H. Coghill, whose pene- 
trating and witty legal commen- 
tary has delighted and instructed 
readers of this journal, and of 
its predecessor publication, The Fede- 
ral Accountant, has been appointed 
Master of the Supreme Court of Vic- 
toria. Our congratulations go to Mr. 
Coghill, but these congratulations are 
tinged with regret, for he will no longer 
be able to write legal notes for The Aus- 
tralian Accountant, and he has found 
it necessary to resign as Legal Editor. 
Mr. L. C. Voumard, B.A., LL.B., 
A.A.S.A., Barrister and Solicitor of the 
Supreme Court of Victoria, and Senior 
Lecturer in Law at the Royal Mel- 
bourne Technical College, has now ac- 
cepted an invitation to join the edi- 
torial staff as Legal Editor, and he will 
in future contribute the monthly re- 
ports of recent legal decisions. 


NEW MONEY RAISED 
MILL. 


The fashion in finance 


There are fashions in company 
finance, just as there are in company 
organisation. The present fashion in 
organisation seems to be the merger, 
and various explanations for this have 
been advanced. Mark Spade, for in- 
stance, in Business for Pleasure, says 
that “if one gets to a position where 
there is no obvious move to be made, 
one merges at once, exactly like castling 
at chess.” Perhaps so, but in most 
cases, one suspects, there are other 
reasons more flattering to the acumen 
of the directors concerned. 


A few years ago it was de rigueur to 
revalue assets and issue bonus shares. 
Then there was a fashion for splitting 
shares into smaller units and perhaps 
converting them to stock. Today com- 
panies are showing a growing prefer- 
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me for raising funds by borrowing 
fom the public, instead of issuing 
shares. The increasing importance of 
debt-financing as compared with equity- 
fnancing is apparent from the accom- 
panying chart, which is based on figures 
just released by the Commonwealth 
Statistician. 

No doubt the explanation for this is 
partly that bank accommodation has 
become very difficult to obtain and is 
now seldom available for any but short- 
rm requirements; therefore com- 
panies are seeking from investors the 
funds they would previously have bor- 
rowed from the banks. 

Another explanation, suggested in 
Mr. Gunn’s article in last month’s issue 
uf Current Taxation, stems from the 
differential tax treatment of interest 
ad dividends. Interest paid is nor- 
nally deductible in determining a com- 
wany’s taxable income, but dividends 
ae not. And at existing tax rates, for 
wery pound paid out in dividends, a 
public company must earn more than 
thirty shillings before tax. The sub- 
stantial tax advantage of debt-financ- 
ing over equity-financing is obvious and 
widely-recognised. 

But there is another factor to be con- 
sidered in fund-raising, the problem of 
wentual repayment or _ refinancing. 
There is no doubt that tax considera- 
tions sometimes obscure the more 
findamental issues involved in busi- 
tess decisions; and the danger that 
aists where debt-financing has been 
wed is that securities may mature at 
itime of real financial stringency. This 
ould prove specially embarrassing to 
icompany that had used a substantial 
amount of borrowed capital to finance 
investment in assets of a more or 
‘ss permanent nature. Whether in fact 

is sort of use of borrowed money is 
king made to any great extent in Aus- 
alia could only be discovered by de- 
lailed research. 


Ketter balance sheets 


The Australian Institute of Manage- 
uent’s award for the best company 
nual report for 1955 was announced 
i June, and the winner was National 
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Radiators Ltd. Mr. E. S. Owens, F-.c.a. 
(AUST.), prepared a report on behalf of 
the adjudicators of the award. 


Mr. Owens pointed out that very 
nearly half of the reports examined dis- 
closed the company’s turnover. “The 
American view is that without dis- 
closure of turnover, there is no yard- 
stick to measure the effectiveness of 
management,” Mr. Owens said. He 
added, however, that in the great 
majority of cases much more informa- 
tion should be given in the profit and 
loss account. Mr. Owens also said that 
“if suspicion is aroused by non-disclos- 
ure, there is everything in favour of 
full disclosure, unless a company 
has good, sound and valid reasons for 
keeping the information confidential.” 
Here is an important point which in our 
opinion might perhaps have been put 
more positively. If we understand Mr. 
Owens correctly, he means that to give 
only the least permissible amount of 
information is to invite the criticism 
that the company has something to 
hide. When this point of view becomes 
widely recognised we can expect very 
marked improvements in company re- 
porting. 

The various bases of stock valuation, 
used by companies whose reports were 
examined, make interesting reading. 
These were: 

The lower of cost or market; 

At or below cost; 

Cost or valuation, whichever is the lower; 

Lower of cost or replacement; 

At cost or selling price. 


“This is all very bewildering,” Mr. 
Owens wrote; and indeed he was en- 
titled to express bewilderment, for of 
the five bases listed only the first and 
fourth, in our opinion, convey any real 
information at all. 


On the positive side, Mr. Owens noted 
with approval that many companies 
were using charts and graphs where 
appropriate; a highlights or “facts-at-a- 
glance” summary was becoming more 
common; accounts presentation was 
improving ; comparative figures were be- 
ing given; companies were endeavour- 
ing to explain the technicalities of their 
accounts in simple terms; and funds 
statements were appearing in more re- 
ports. 
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Numerous other points, good and bad, 
are mentioned in the commentary and 
those interested should seek a copy of 
the full document from the Sydney 
Division of the Institute of Management. 


Course on computers 


The Nuclear Research Foundation in 
the University of Sydney has announced 
a course, in the Adolph Basser Comput- 
ing Laboratory, on data processing 
techniques including practical computer 
programming. This course will be held 
on Tuesday and Thursday evenings, 
commencing September 4 and finishing 
November 1. In addition to the lectures, 
provision will be made for carrying out 
practical work in the form of coding 
small problems for the Laboratory’s 
electronic computer, the SILLIAC. For 
the benefit of those not normally resi- 
dent in Sydney, it is intended to hold a 
similar full-time day course of two 
weeks’ duration early in February 1957. 


The course is designed to introduce 
those interested in various aspects of 
accounting, stock control, production 
control and similar procedures to the 
new techniques of data processing. 
Emphasis will be placed on the selection 
and use of data processing equipment 
for commerce and industry. It is the 
aim of the course to provide those 
attending with sufficient background in 
this new art to enable them to spot 
possible fields of application to the 
handling of commercial and industrial 
data within their own organisations, 
and to assess the relative merits of 
various schemes embodying equipment 
at present commercially available. 


Such activities as cost accounting, 
production control, control of records in 
government departments and insurance 
companies, seat booking and air traffic 
control, are being greatly affected by 
the new techniques. Moreover, they 
form the central core of any projects 
embodying automation, and so their full 
appreciation is essential for the plan- 
ning of automatic production processes. 


Enquiries and requests for enrolment 
forms should be addressed to the Sec- 
retary, Nuclear Research Foundation, 
School of Physics, University of Sydney. 
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Executives at school 


Melbourne University’s first Summer 
School of Business Administration was 
held early in 1956, and a second School 
will be held from January 21 to March 
1 next year. The School will again be 
fully residential, and accommodation 
will be provided in the University 
Women’s College. It is open to anyone 
holding, or likely to hold in the near 
future, a top level executive position 
in an industrial or commercial estab. 
lishment, a trade union, or any form of 
public service. Participants will engage 
in an intensive full-time course of study 
which covers principles and practices 
crucial to administrative efficiency. 

Principal of the Second School is Sir 
John Allison, and Professor D. Cochrane 
is again Vice-Principal. The directing 
staff consists of Dr. Harold Farlow 
Craig, and Messrs. V. L. Gole, D. M. 
Hocking and M. Kangan; Professor Sir 
Alexander Fitzgerald is Chairman of 
the Board of Management. Inquiries 
regarding the School should be directed 
to Mr. H. F. Downes, Secretary of the 
Board of Management, Summer School 
of Business Administration, University 
of Melbourne. 


English Association’s President 

The new President of the Association 
of Certified and Corporate Accountants 
is Mr. A. C. S. Meynell, F.A.C.C.A., of 
London. He succeeds Mr. W. Macfar- 
lane Gray, F.A.C.C.A. The Association's 
new Vice-President is Mr. William 
Jackson, F.A.C.C.A., of Glasgow, a for- 
mer President of the Corporation of 
Accountants, which in 1939 merged 
with the London Association of Accoun- 
tants to form the Association of Cer- 
tified and Corporate Accountants. 


Stockbrokers on strike 

One characteristic of the Latin tem- 
perament has been described by For- 
tune as “the national passion for avoid- 
ing taxation”. In France, there is 4 
political party whose main platform is 
the abolition of taxation. This brilliant 
approach to the problems of public 
finance has won the party some seats 12 
the Chamber of Deputies, but not yet 
a sufficient number to have any taxes 
abolished. In Italy, the opposition # 
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taxation seems to have followed less 
constitutional paths. There, according 
to The Economist, “the tax collector is 
till widely regarded as the agent of a 
hostile power, and assessments are still 
made by a mixture of guesswork, de- 
ception and bargaining ...” In the re- 
sit, direct tax yields are inadequate 
for government needs, and businesses 
are obliged to pay a high and inequit- 
able turnover tax. 

Tax reform, particularly an improve- 
ment in direct tax yields, is important 
for Italy’s economic development. As 
an early step in this direction, a new 
regulation was introduced recently, re- 
qiring stockbrokers to keep a record 
of every transaction they entered into, 
inluding details of the buyer and 
sller. This record was to be submitted 
tothe tax authorities who expected thus 
to obtain full information about in- 
comes from share dealings and capital 
gains of speculators. 


The stockbrokers’ reaction to this 
was immediate and drastic: in June, 
thy downed pencils and _ struck. 
Whether this will turn out to have been 
the first overt act in a middle class 
revolution, time alone will tell and his- 
trians of the future will judge. But 
4% an immediate practical step the 
strike was a failure. Perhaps, as The 
Economist suggests, the brokers’ wives 
started complaining that the H.P. man 
was coming around for the Alfa-Romeo. 
Whatever the reason, Rome’s brokers 
have gone back to work, and at the last 
report Milan’s looked like following 
suit. The regulation remains in force 
ind Italy seems to be at last on the 
toad to tax reform. 


Premium bond issue 
Details of the British Government’s 
proposed premium bond issue have now 
announced by the Chancellor of 
the Exchequer. The interest on the 
bonds will not be paid to the bond- 
holders but will go to a prize-fund, and 
bond-holders will participate in a regu- 
lr series of lotteries. Each £10,000 of 
the prize-fund will be allocated in tax- 
prizes in the following amounts; 
me of £1,000; two of £500; four of 
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£250; ten of £100; twenty of £50; and 
200 of £25. The bonds will be on sale 
from November 1 next and there will 
be a qualifying period of six months 
before a holder may participate in 
draws for prizes. 

As far as we are able to ascertain, 
there is nothing to prevent persons out- 
side the United Kingdom from sub- 
scribing. 


Pocket statistics 

The latest (1956) edition of the Com- 
monwealth Statistician’s Pocket Com- 
pendium of Australian Statistics has 
just reached us. This contains a wealth 
of statistical and other information 
about Australia in a 200-page booklet 
about the size of a pocket diary. In 
these days of inflation, it is pleasing to 
record that the price of this publication 
is only 1s. over the counter or Is. 3d. 
posted. It is available from the Govern- 
ment Printer, Canberra; the Deputy 
Commonwealth Statistician, 8 Eliza- 
beth Street, Melbourne; the Common- 
wealth Sub-Treasury in each state 
capital; or it may be ordered through 
leading booksellers. 


Farm prices 

Following the anxious times which 
some Australian primary producers 
have experienced as a result of the 
United States disposing of surplus 
farm products at low prices in certain 
countries, it is encouraging to hear 
that in June farm prices in the United 
States were higher than a year pre- 
viously, for the first time in four years. 
This applied to both crops and live- 
stock. Oversea demand for United 
States products had supported this up- 
ward price trend, which was also a 
hopeful sign. 


Car industry 
Recent dismissal 
numbers of workers in Australian 
motor factories, following similar 
developments in oversea motor plants, 
has given rise to controversy about the 
future of the industry. The reduced 
factory activity was taken as a natural 
sequel to lower motor registrations, and 
there were also some fears that re- 
duced supplies of imported components, 


of considerable 
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following tighter import restrictions, 
would further depress the level of 
operations in assembly works in Aus- 
tralia. However, it must be remem- 
bered that much of the unsettled condi- 
tion in the market may be attributed to 
the sales tax increases, the import cuts, 
and the announcement of new models. 
While the sales tax is not likely to be 
reduced in the near future, buyers may 
become somewhat reconciled to it. The 
import cuts seem likely to affect some 
companies more than others, but sup- 
plies of vehicles may still be enough to 
meet the Australian demand, so that it 
is hardly fair to blame import cuts 
when reduced turnover is more prob- 
ably due to fewer people being willing 
to buy. And it was hardly to be expec- 
ted that demand would remain steady 
in anticipation of such a major develop- 
ment as the advent of long-awaited 
new models. But when they have 
appeared, it will be a better time to 
judge whether the trade has suffered a 
serious overall slump of a lasting 
nature. 


Oversea borrowing 


Despite some less optimistic sugges- 
tions about our prospects of borrowing 
in New York, it is encouraging to see 
the success of a $25 million loan in that 
market in short time. Most of the pro- 
ceeds were required to meet maturing 
3+ per cent. loans, but some was avail- 
able for current purposes, and the rate 
was quite reasonable at 44 per cent., 
although the effective rate was some- 
what higher since the issue was made 
at a small discount. Meanwhile, we 
await some tangible results of Mr. 
Bolte’s tour by way of industrial pro- 
jects sponsored by oversea concerns. 


Interest rates rise 


Further evidence of the upward 
movement of interest rates as a world 
wide trend is the increase in the 
Turkish central bank discount rate 
from 44 per cent. to 6 per cent., im- 
posed as a part of deliberate policy to 
check inflation, and the rise in treasury 
bill rates in Western Germany by one- 
eighth per cent. 
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International Finance Corporation 


The International Finance Corpora. 
tion is proposed as a means of facilitat. 
ing the flow of investment funds be 
tween countries and to help finance 
strategic developments in needy areas, 
Its establishment comes nearer a 
twenty-five countries are now prepared 
to join and to contribute about $65 mil. 
lion capital. The minimum to enable 
the organisation to begin is set at 
thirty countries, contributing $75 mil- 
lion. Australia is one of the countries 
which have already joined, and stands 
to gain materially from any operations 
of the Corporation. 


Flying cars 

In view of proposals to establish a 
new ferry service across Bass Strait to 
provide more convenient and rapid 
transit of passengers and motor veli- 
cles, the experience of New Zealand is 
interesting. There has been a very 
active car ferrying business between 
North and South Islands for many 
years. The Postmaster General of the 
Dominion was recently quoted as stat. 
ing that an air service could carry vehi- 
cles across Cook Strait at the rates now 
charged for sea transit and without 
subsidy. 


Spread of whaling 


The revival of whaling operations on 
a large scale in Australian waters has 
brought flourishing industries to both 
eastern and western coasts. Now there 
are prospects of extension of this suc 
cess into the Pacific, as preparations 
have been made to catch a quota of 150 
whales off Norfolk Island. Although it 
has recently celebrated a century of 
free settlement, this Australian tern 
tory has little industry to retain it 
younger men, so that whaling will be 
a significant addition. Tourist attrat 
tions have apparently attracted visitors 
in useful numbers in recent years, and 
this has, no doubt, resulted in a helpful 
flow of funds into the island. Whale 
watching has also been organised 
Fiji, to determine whether the number 
of whales is sufficient to justify oper 
tions there. 
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More wool 
Australia should be thankful that the 
size of the wool clip has been expanding 
substantially in the last few seasons. 
This trend has gone some way in off- 
getting the adverse effects of lower 
prices, so that the total cheque has not 
fallen seriously. The 1956-57 estimate 
is now 1,480 million lb. greasy, com- 
with the December estimate of 
1,414 million lb. for the 1955-56 season. 
This expansion, supported by firm 
prices at the close of the 1955-56 season 
sales, and a substantial carryover, holds 
promise of a useful rise in the total 
value of the wool cheque in the finan- 
tial year which has just started. Any 
contribution from the export side will 
be most valuable in view of the current 
ned for import restrictions and the 
low level to which oversea funds have 
now fallen. Unfortunately, there seems 
to be little ground for hoping that 
wheat will provide a_ substantially 
larger cheque in the coming season, 
especially following news of the excess 
rain and floods which have saturated 
sme of our wheat lands. 


Australia’s power 
While New Zealand has now set a 
date for the generation of first power 
from geo-thermal sources at Wairakei, 
Australia is experiencing some changes 
in the sources of its power. The Snowy 
Project is being built, and will contri- 
bute progressively more hydro-electric 
power to the Australian system in the 
war future, but meanwhile by-products 
of the oil refineries are now providing 
mereasing quantities of heavy oils, 
which may be used for fuel in fac- 
tries, gas works, ships, and thermal 
generating stations. And 1955 was the 
year for some time when the out- 
put of black coal in Australia regis- 
tered a lower total than in the preced- 
ing year. One of the happy features, 


however, was that although less miners 
were employed underground in New 
South Wales black coal mines, that 
State’s output rose from 1954 to 1955, 
indicating a rise in output per miner. 
Greater efficiency and lower costs are 
necessary if the Australian industry is 
to win export markets, which are one 
of the possible outlets for our potential 
production. 


More steel processed 


B.H.P. continues to expand its con- 
tribution to Australia’s progress. Its 
record profit had a stimulating effect 
on the share market, and good prices 
for its shares are an encouragement to 
a large number of individuals. Its in- 
creased production is a real support to 
Australian industry, and the extension 
of operations to Western Australia is 
very significant for that State, as well 
as providing increased capacity to pro- 
cess steel for Australia as a whole. The 
new mill at Kwinana has rolled its first 
bars, and in the first day’s operations 
produced 53 tons of two inch angle 
steel. This is about half the daily out- 
put which will be expected when nor- 
mal speed is attained, and the angle 
steel is only one of a wide range of 
products which will be produced there 
to meet existing demands. 


Less beer 

At least one of the steps taken in the 
Little Budget in March appears to have 
been effective. The increased tax on 
beer has been followed by a material 
drop in sales. The quarter ended June 
30 saw only 45 million gallons qualify- 
ing for excise (which probably reflects 
production and consumption fairly 
closely) compared with 49 million gal- 
lons in the same quarter of 1955. The 
excise revenue collected on the reduced 
quantity was £22 million, compared 
with collections of about £174 million 
in the same period of the previous year. 
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Gold clause in lease 


This column has already referred 
(May, p. 185) to the decision of Lord 
Goddard, C.J., in Treseder-Griffin & 
Anor. v. Co-operative Insurance Society 
Ltd., reported [1955] 3 All E.R. 793, 
in which his Lordship held that the les- 
sors were entitled to be paid quarterly 
the number of bank notes which would 
be required to buy gold coins to the 
value of £475, thus upholding a gold 
clause. This decision has now been 
reversed by the Court of Appeal, 
[1956] 2 All E.R. 33, consisting of 
Denning and Morris, L.JJ., with Har- 
man, J., dissenting. 


The majority decision was that the 
annual rent payable was a fixed rent 
of £1,900, the other words used being 
intended, not to fix the amount of the 
rent, but merely to determine the man- 
ner in which it was to be paid. But 
the reasons advanced were not alto- 
gether identical. In the view of Den- 
ning, L.J., it was not altogether cer- 
tain that a creditor could lawfully in- 
sert a gold clause in a domestic 
transaction; if it were lawful so to 
do, and every creditor were immedi- 
ately to stipulate for payment accord- 
ing to the price of gold, sterling would 
speedily become a discredited currency, 
and this should be avoided. His Lord- 
ship also pointed out that if a gold 
coin is regarded as currency, and not 
as a commodity, it is impossible to 
treat it as worth more or less than the 
true lawful value imported by its de- 
nomination; from this, he concluded 
that the words “gold sterling’ in a 
lease meant gold coins as currency, 
worth, therefore, only their nominal 
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value. With some pleasure, he allowed 
the appeal. 

Morris, L.J., on the other hand, 
based his judgment more on the word 
“value” used in the reddendum. This 
he treated as meaning “nominal value’, 
with the result that the lessor was only 
entitled to £1,900 sterling. 

In his dissenting judgment, Har. 
man, J., regarded the matter solely as 
one of construction, and came to the 
conclusion that the lessees should pay 
quarterly such sum in bank notes as 
represented the value of the gold con 
tent of 475 sovereigns calculated at the 
rate ruling on the due date of pay- 
ment. 

The Court of Appeal has grante 
leave to appeal to the House of Lords, 
and the ultimate decision will be of in- 
terest. For the moment, though, we 
can perhaps describe the parties a 
being all square with one to play, a- 
though the lessees have a slight lead 
on points. 


“Just and equitable” 

Two interesting and important points 
are raised in the Victorian case of Js 
re Waipuna Investments Pty. Lid, 
[1956] A.L.R. 460. One has to do with 
the circumstances in which it is jus 
and equitable that a company be wound 
up by the Court, and the other col 
cerns the point, if A and B are the 
directors of company C and of com 
pany D, which companies are closely 
connected, what are their duties as 
tween the two companies? 

In 1927, H and S formed H compaty, 
which conducted its operations on lan 
owned by H and S.___In 1939 they 
formed W company, and sold the land 
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to it. So far, H and S were the sole 
members of each company, but subse- 
qently shares in W company were is- 
wed to H and §S in exchange for the 
shares in H company, and most of the 
shares so issued were divided among 
the members of H’s family and S’s 
family. The result, then, was that 
the shares in W company were held by 
Hand S and members of their respec- 
tive families, and the shares in H com- 
pany were held, one by H, one by §, 
and the rest by W company. H and S 
were the directors of each company. 


For several years H company paid 
no rent to W company in respect of the 
land owned by the latter and occupied 
by the former, the idea, so it was said, 
being that this would tend to minimise 
the loss by H company, and to reduce 
(or at least, not increase) the taxable 
inome of W company. But although 
it paid no rent to W company, H com- 
pany paid considerable sums as direc- 
rs’ fees to H and S. § retired from 
ative participation in the business in 
1949, but remained a director and re- 
tived the same fee as before. After 
H's death his widow became govern- 
ing director at a fee of £1,040 p.a. 
plus certain perquisites. 

One of the shareholders of W com- 
many petitioned for a winding-up on 
the “just and equitable” ground, claim- 
ing that the directors of W company, 
who were also directors of H company, 
were using their powers unfairly in not 
tharging rent to H company, thus 
mabling that company to pay high 
wlaries to them as directors. The 
titioner claimed that he had lost con- 
fidence in the directors, who had sub- 
wdinated the interests of the share- 
holders of W company to their own and 
H eompany’s interests, and that this 
Warranted a winding-up order. 

The company contended that this was 
tot so, but his Honour considered that 
the petitioner had made out a good 
tae under the “just and equitable” 
found. However, he refrained from 
making a winding-up order in order to 
table the parties to confer and see 

er a winding-up could be avoided. 
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Accrual of profits 

Unless there is a typographical error 
in the report, Jn re Moore was decided 
in 1950, but has only been reported 
(see [1956] A.L.R. 483). It dealt with 
a number of points, including the ques- 
tion whether profits from the carrying 
on of a business accrue from day to 
day. 

A had died, leaving as part of his 
estate a number of businesses. The ac- 
counts of the businesses were prepared 
as at 31 August in each year, and the 
question arose whether, on the death 
of one of A’s children on 15 December 
1949, her estate was entitled to any 
share of the income from the busi- 
nesses in respect of the period since the 
close of the last accounting period to 
the date of death (i.e., from 1 Septem- 
ber 1949 to 15 December 1949). 


Lowe, A-C.J., ruled in the negative, 
saying that he regarded himself as 
bound to hold that in the absence of 
agreement to the contrary, profits from 
the carrying on of a business do not 
accrue from day to day, but only at the 
agreed or conventional accounting time 
(in this case, 31 August 1949) when 
losses have been set off against pro- 
fits and the net results ascertained. 


Those exempting clauses 


J. Spurling Ltd. v. Bradshaw, [1956] 
2 All E.R. 121, is another case in which 
an exemption clause was held sufficient 
to exempt a bailee from his liability 
for negligence. But some additional 
interest arises from the fact that mem- 
bers of the Court of Appeal did sug- 
gest some limits on the effectiveness 
of such clauses. 


B stored eight wooden casks of 
orange juice with S, receiving a receipt 
which on its face set out that the goods 
were accepted subject to conditions 
printed on the back; one of the condi- 
tions on the back read: 

We will not in any circumstances when 
acting either as warehousemen, wharfingers, 
contractors, stevedores, carriers by land, or 
agents, or in any other capacity, be liable 
for any loss, damage or detention howsoever, 
whensoever, or wheresoever occasioned in 
respect of any goods entrusted to or carried 
or handled by us in the course of our business, 
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even when such loss, damage or detention 
may have been occasioned by the negligence, 
wrongful act or default of ourselves or our 
servants or agents or others for whose acts 
we would otherwise be responsible. 


Fairly wide words, no doubt. 


Later, S sued B for storage charges, 
and B set up a counterclaim for dam- 
ages in respect of the storage of the 
casks, whose condition, he contended, 
was not all it should have been when 
he collected them. Five barrels were 
empty and without lids, one contained 
dirty water, and two were leaking 
badly. B alleged negligence; S denied 
it, but thoughtfully set up the exempt- 
ing clause as well. 


The Court held the clause to be part 
of the contract, that sufficient notice of 


it had been given to B, and that it pro 
tected S against B’s counterclaim. 

But it was pointed out that a clause 
of this kind is effective only where the 
damage complained of takes place 
“within the four corners of the con. 
tract”—e.g., no exempting charge 
could protect the defendant against 
negligence if, having undertaken t 
store goods under cover, he proceeded 
to store them in the open air. With re 
spect, this is as it should be, | 
mightn’t mind it very much if my dry. 
cleaner protected himself from liability 
for damage caused by negligence in the 
cleaning process, but I would hope to 
have good grounds for complaint if he 
relied on the usual clause to protect 
him against a claim for damage due to 
his having set my suit upon a scare 
crow. 





It’s the Poor that Get the Blame 





OWING TO THE HIGH COST OF 

ACCOUNTANCY PATIENTS ARE 

REQUESTED TO PAY ACCOUNTS 
PROMPTLY. 











Notice in a Melbourne doctor’s waiting room. 
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The Credit Manager 


May I be permitted to answer the 
question raised by the anonymous con- 
tributor in the May issue of the journal 
who asked “Is the credit manager 
really necessary ?” 


First, his definition of credit is not 
accurate—there have been many at- 
tempts to define credit, and I can do 
no better than quote one or two authori- 
ties : 

“Credit is the transfer of something 
valuable to another, whether money, 
goods or services, in the confidence that 
he will be both willing and able, at a 
future day, to pay its equivalent.” 
(Tucker. ) 


“Credit is the personal reputation a 
person has, in consequence of which he 
can buy money, or goods, or labour, by 
giving in exchange for them, a promise 
to pay at a future time.” (MacLeod.) 


It is only natural to find a “Do not 
ask for credit . . .” notice in small con- 
cerns because, in most cases, they do 
not have the capital to conduct credit 
trading. 

Whilst there are many s of 
credit, your contributor has only dealt 
with retail, so I will confine my re- 
marks to that type. He suggests that 
credit accounts be opened by just giv- 
ing the name and address to a depart- 
mental manager—just as simple as 
that—what a wonderful opportunity 
this would be for fraudulent buyers. 
Even to honest persons, a credit ac- 
count too easily opened would induce 
them to buy beyond their means. 


Your correspondent does suggest a 
control of the amount and the period 
® a probationary basis, but this is 

he has relegated the credit mana- 
ger to some other position. Who is to 
exercise this control? Would he sug- 
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gest that this be done by a clerk or, in 
the case of large retail stores by quite 
a number of clerks? And in this case 
who controls the clerks? The obvious 
answer to your correspondent is “Yes, 
the credit manager is really necessary.” 

I would not dispute your contribu- 
tor’s profit calculations except to say 
that they are purely theoretical and 
very rarely work out in practice. What 
happens under his system when cus- 
tomers do not pay their accounts on 
the due date? Every month longer that 
a customer takes to pay reduces the 
amount of profit. 

No, Sir, control must be exercised, 
and who better to do this than the 
credit manager, who by training and 
experience is fitted to do the job. If 
your correspondent is interested, I 
could make available to him several 
books dealing with the whole field of 
credit and collections which I am sure 
would enlighten him considerably. 

R. V. COTTINGHAM, F.A.S.A., 
F.V.I.C., F.I.C.M. 

Past President, 

Victorian Institute of Credit- 
men, 


Careful perusal of the article “Is the 
Credit Manager Really Necessary?” 
leaves me with the impression that the 
writer has only a superficial knowledge 
of what is the function of a credit 
manager. Admittedly, it is often neces- 
sary to extract information from pros- 
pective credit buyers which they would 
normally prefer to keep to themselves, 
but when it is considered that credit 
dealings are based on mutual trust it is 
only a normal precaution, surely, to 
make some enquiry as to the suitability 
of the customer as a credit risk, in 
order to protect the interests of the 
credit manager’s employers. 
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Customers generally, in my ex- 
perience, do not find this practice either 
irritating or frustrating unless they 
fall into the category of “doubtfuls”, in 
which case the investigation is all the 
more necessary. I have no quarrel with 
the author’s statement that the general 
public is fundamentally honest but he 
does not carry his thought through to 
its proper conclusion. Honesty and 
ability to pay are two very different 
things, and many people, whose integ- 
rity is of the highest, have to be pro- 
tected from themselves in matters relat- 
ing to unwise extension of credit. 


Further, a credit manager must be 
alive to economic trends, to seasonal 
fluctuations and other symptoms affect- 
ing the financial position of his cus- 
tomers and must always be a step 
ahead in seeing that he has taken all 
reasonable steps to ensure that the 
money he has out on “free overdraft” 
is adequately protected. This involves 
not only the initial granting of credit, 
but the control of subsequent credit and 
ensuring that the amount is kept within 
reasonable bounds as to amount and 
time. 

Bad debts, which have come to be 
regarded as an unfortunate necessity 
of modern credit trading, can be kept 
to a minimum by efficient control of 
this nature, and any businessman, who 
is controlling sufficient business to war- 
rant a credit manager now, would, in 
my humble opinion, be very unwise to 
dispense with his services at the pre- 
sent time. 


The figures supplied no doubt are 
accurate, but £25 buyers are of little 
interest to credit managers. They can 
be adequately handled and controlled by 
an average clerk. It is in the big money 
accounts that the control is needed, and 
this control to be exercised by an ex- 
pert hand. 

E. A. MUNDAY 
Victoria. 


With regard to the article in your 
May issue, “Is the Credit Manager 
really necessary?”, it might be of inte- 
rest to mention that in 1939 when I 
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was living in Salisbury, Souther 
Rhodesia it was usual there in both 
small and large retail shops to allow 
credit to most eustomers, whether 
casual purchasers or regular clients, 
The practice was to ask the customer 
whether he desired the goods to he 
charged or booked up. This question 
was asked at time of writing out the 
docket after the transaction had been 
completed. To book up was more the 
rule than the exception and payment 
in cash generally resulted in discount 
being allowed. 

However, conditions there differed 
(at that time) from Australia, most 
salaries and wages payments being 
made on a monthly basis, as also were 
settlements of accounts. 

Neither Salisbury, the capital, nor 
Bulawayo were as large as, say, Goul- 
burn or Bathurst and were perhaps 
the size of Toowoomba or Katoomba, 
the white population of the country 
was small and it would be easier to 
locate a defaulting debtor. 

The practice of allowing credit to 
persons entirely unknown to the trader 
was, I believe, general throughout the 
country and to my certain knowledge 
was generally applied in Salisbury. It 
would seem credit managers were un- 
known there in 1939. To my mind, your 
contributor’s suggestion has much to 
recommend it, especially in these days 
of full employment and an expanding 
economy. The large majority of Aus. 
tralians are honest, and it is only mis 
fortune and poverty which could cause 
them to evade just debts—a statement 
which most prospering hire purchase 
companies may endorse. con 


New South Wales. 

[Because of shortage of space, seve 
ral other letters expressing opposition 
to the views expressed in the original 
article have not been published— 
Editor.) 


Examinations in N.S.W. 

At page 255 of the June, 1956 issue 
of the Australian Accountant there ap- 
pears under the heading “The case for 
Registration of Accountants” a sing 
larly inaccurate and misleading refer- 
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ence to the recent change in the exami- 
nation system of the Public Accoun- 
tants Registration Board of New South 
Wales. 

By way of correction I should state 
that the obligation upon the Public Ac- 
countants Registration Board to con- 
duct examinations is set out in its 
governing Act. Even if, as the article 
in your journal erroneously states, this 
had been found an onerous task, such 
a consideration could not weigh with 
the Board in the discharge of what is 
astatutory duty. Nor could the Board 
under its statute make arrangements 
with the Chartered Institute and the 
Australian Society, as the article also 
asserts, to conduct examinations on its 
behalf. On the contrary the Board 
could, and did, enter into an arrange- 
ment with each of those bodies for the 
conduct of a joint system of examina- 
tions. 

The Board has never had any mis- 
givings as to the accumulated ex- 
perience available to it for the purpose 
of maintaining its examinations at the 


high level established at the outset. 
Moreover, had it continued to be con- 
fronted with the range of standards 
existing amongst the several institutes 


carrying out examinations in New 
South Wales, the Board would have had 
no other alternative but to persist in 
its own system. The merger of insti- 
tutes, however, created a new position. 
It became practicable to move for an 
arrangement ensuring standards at a 
level satisfactory to the Board and de- 
signed to terminate, in a manner con- 
sistent with the Board’s public responsi- 
bility, the disability of the dual exami- 
nation requirement to which candidates 
for the accountancy profession were 
being subjected. 

With the examination organisations 
of the two institutes concerned already 
established on an Australia-wide basis, 
it was natural that the Board should 
adapt its own organisation to theirs, 
lkaving the determination of essentials 
4matter for collaboration, and for liai- 
son between the Board’s Examination 
Committee and that of each of the 
Institutes. Observing since the arrange- 
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ment came into effect the extent to 
which it has been aided by the Society’s 
co-operation, it is to me the more sur- 
prising and regrettable that such an 
incorrect statement of the underlying 
facts should have appeared in your 
journal under the name of the Presi- 
dent. 
W. J. CAMPBELL, Chairman Public 
Accountants Registration Board 
of New South Wales. 


Municipal accountants 

The General President’s note on the 
case for registration of accountants 
(and also the section on government 
and local government accounting in his 
address to the annual meeting) prompt 
me to bring to notice the classification 
of accountants in the Commonwealth 
Arbitration Court’s Municipal Officers’ 
(Queensland) Award of 1955, which 
sets the standard for officers bearing 
that designation in local government 
offices in Queensland. 

Clause 6 of the award provides a 
classification of deputy local govern- 
ment clerk, for which position the hold- 
ing of a local government clerk’s certifi- 
cate is one of the qualifications. Clause 
7 provides a lower classification of “‘ac- 
countant or chief clerk”, who is defined 
as “an officer classified as such by the 
Local Authority”. This seems to lack 
something as a definition for any term 
allegedly connoting professional status. 

In the case of Councils having a 
revenue exceeding a prescribed amount, 
an officer holding the position of ac- 
countant is entitled to be paid as a 
deputy local government clerk if he “‘is 
a member of a recognised accountancy 
institute” and “‘is eligible to practise as 
a Public Accountant in the State of 
Queensland” (which last possibly means 
that he must be registered as a public 
accountant under the state legislation). 

All of this seems to result in a ludi- 
crous degradation of the term “accoun- 
tant”. To be entitled to classification as 
a deputy local government clerk, an 
officer requires the qualifications of a 
local government clerk or a public ac- 
countant, but Blind Freddy is entitled 
to be dubbed “accountant”—if it so 
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please the Council—and people bearing 
a strong professional resemblance to 
that legendary character have from 
time to time been observed gracing the 
title in local government offices. In one 
case, a Council making an appointment 
of this nature encountered a strong and 
histrionic protest from a typist, who 
on her day and in her day might have 
managed to pass a not too searching 
muster as a typist, but who had no 
claim to even a mediocre degree of cleri- 
cal ability, much less any claim to be 
called an accountant. She had not the 
most approximate idea of what an ac- 
countant is, except that for some vague 
reason his pay is higher than a typist’s, 
so she considered that the Council 
should not have passed her over in 
favour of an applicant from outside the 
staff. In the present lowly state of the 
term “accountant” in municipal usage, 
she did, unfortunately, have some kind 
of fog-blanketed ground for her con- 
tention, which gave an excellent illus- 
tration of the depth to which the term 
has been lowered by the provisions of 
the award. 


The standard of the accounting re- 
quirements for the Queensland local 
government clerk’s certificate is in fact 
an astonishingly low one, particularly 
for a State in which the powers and 
functions of the Local Authority prob- 


ably cover a wider field than in any 
other State. This accounting standard 
is sufficient for the higher classification 
of deputy local government clerk, but 
not even it is required for the classifica. 
tion of accountant. Conversely, an off. 
cer who is studying for the Society's 
examinations and who has completed 
thirteen-fourteenths of them has a 
lower standing than the holder of a 
local government clerk’s certificate, 
which is a vastly easier qualification to 
obtain. Anyone having the most 
mediocre talent and educated to the 
bare compulsory minimum standard 
could hardly fail to obtain it after a 
few years’ experience in a local govern- 
ment office, if he really tried. The 
present position not only degrades the 
term “accountant”, by making it avail- 
able to people without the shadow of a 
claim to it, but also sets an extremely 
low value on the examinations of the 
Society, at least prior to the last of the 
fourteen papers in which a pass is 
obtained. 


If the lawgivers really have such a 
mean opinion of accountants, a compro 
mise far more acceptable than the pre 
sent state of affairs would be to e& 
punge the word “accountant” from 
municipal language and let it not be 
spoken in municipal circles at all. 

A.AS.A. 


Queensland. 





Adelaide Convention Proceedings 


A few copies of the proceedings at the Australian 
Society of Accountants Convention in Adelaide are 
still available. Apply for your copy now to the 
General Registrar, 37 Queen Street, Melbourne. 


Price 15s. posted, 
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Increasing application of marginal 
costing techniques raises the problem 
of the relationship between 


MARGINAL COST AND PRICING 


W recent developments in manage- 

ment accounting have aroused as 
much interest as the introduction of 
marginal costing (or direct costing, as 
it is often called). Whilst the main 
object of marginal costing has been to 
make operating statements more use- 
ful to management, it has also raised— 
or revived—-some fundamental business 
problems related to pricing. 


First, it has led to renewed question- 
ing of the reliability of full product 
costs. Indeed, the movement towards 
marginal costing has been to a large 
extent a revolt against the arbitrary 
allocations which are necessary, in 
most firms, in order to arrive at full 
product costs. It was welcomed by 
many thoughtful cost accountants who 
had come to doubt the usefulness of 
their monthly ritual of allocation and 
reallocation of expenses from depart- 
ment to department and from depart- 
ment to product. Marginal costing 
did away with all that, but at the same 
pod it did away with full product 


This created a problem for business- 
men who had been in the habit of fix- 
ing prices on the basis of product costs. 
Of course, there was nothing to pre- 
vent them from instructing their ac- 
countants to go on preparing full pro- 
duct costs, marginal costing or no mar- 
ginal costing; but was there anything 
to be gained from carrying on a ritual 
the value of which was doubted by 
those most closely associated with it, 
and which had been found unnecess- 
sary for accounting purposes? Might it 
not be unnecessary for pricing pur- 
poses also? 


The second problem went to the very 
core of business practice. Even if full 
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product costs were reliable—say, in a 
firm producing a single product only— 
was it not good business to accept an 
order at less than full cost, provided 
it made some contribution towards the 
fixed costs of the undertaking? As long 
as there was any idle capacity, should 
not one welcome any potential cus- 
tomer prepared to pay more than the 
marginal cost? 


These two problems will form the 
subject of the present article. Before 
entering into a discussion of them, how- 
ever, it is necessary to see just what is 
meant by the terms “marginal cost” 
and “full cost.” 


Meaning of marginal cost 


The essential feature of what is 
called marginal costing or direct cost- 
ing is the segregation of those costs 
which vary with output from those 
which do not. In this paper, costs vary- 
ing with output will be called variable 
costs, and costs varying with time only 
will be called fixed costs. A simple ex- 
ample of a fixed cost is the salary of 
the accountant, while direct materials 
are an obvious example of variable 
cost. 


It would be a mistake, however, to 
assume that all direct costs are vari- 
able while all indirect costs are fixed. 
For instance, expenditure on a jig for 
a particular product would be a direct 
cost of that product, but would not be 
variable with the output of that pro- 
duct. Conversely, indirect materials 
used in manufacture but not traceable 
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to any particular product would be 
variable costs. Direct costing, as a de- 
scription of fixed-variable costing, is 
really a misnomer. 

Every accountant who has tried to 
segregate fixed from variable costs— 
and most of us have, at some time or 
other—knows that there is an appreci- 
able section of the expense ledger 
which cannot be neatly split into these 
two categories. Maintenance, internal 
trucking, light, heat and power, office 
salaries—all these and many other ex- 
penses vary in the same direction as, 
but not in direct proportion with, out- 
put. Internal trucking expense would 
vary appreciably with output, office 
salaries only slightly. 

Marginal costing practice is to split 
these expenses on some factual or arbi- 
trary basis into a fixed portion and a 
variable portion. For instance, if ten 
truckers are required to produce 6,000 
units per month and six truckers to 
produce 3,000 units, the wages of two 
of the truckers might be included in 
fixed cost and eight in variable cost. 


Effect of time on variability of costs 

The extent to which costs vary with 
a change in output increases with the 
length of time for which the changed 
output persists. For instance, every 
motorist is aware that, in the short 
run, he can increase his weekly mileage 
for the cost of the additional petrol 
and lubrication. If the higher weekly 
mileage persists, however, it will soon 
add substantially to his repair bills. 
In other words, the short-term variable 
cost of running a car comprises petrol 
and lubrication only; the long-term 
variable cost must include a share of 
repair expenditure as well. 

Again, office staff is rarely aug- 
mented to cope with the Christmas 
rush, and often the work gets done 
with comparatively little overtime. 
But if the same volume of business 
were to continue throughout the year, 
a larger staff would be required. Con- 
versely, office staff is seldom laid off 
during the slack season; but if the 
volume failed to pick up, reductions 
would have to be made. 
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An inquiry into the Western Aus 
tralian Government Railways in 1949 
reached the conclusion that, in the 
short run, only 29 per cent. of total 
operating costs would vary with traf- 
fic, whilst in the long run, 88 per cent, 
were variable. 


It follows from this that any divi- 
sion of expenses into fixed and variable 
involves an assumption about how long 
the changed production rates will con- 
tinue. If the assumption is made ex 
plicit and is clearly recognised, well 
and good; if not, the figures will mis 
lead anyone who approaches them with 
a different assumption at the back of 
his mind. 


This effect of time-period on the 
fixed-variable split is not just a theo 
retical refinement invented to make 
marginal costing look more difficult: 
it is a vital point which must be fully 
recognised before contemplating the 
use of marginal costs for pricing. 


Other factors influencing variability of 
costs. 


The extent to which costs will vary 
with output depends on other factors 
besides the length of time for which 
the changed output rate persists. Per- 
haps the most important of these are 
the current state of business, and man- 
agement’s expectations about future 
business trends. In times of pros 
perity, costs are more easily varied up 
ward than downward, since manage 
ment is more ready to buy machinery 
and engage staff than to sell machinery 
and dismiss staff. Conversely, in less 
prosperous times, or when a decline in 
business activity is expected, manage 
ment will look for prompt reductions 
in cost each time output is lowered, and 
will be reluctant to accept increased 
commitments even if output rises. 


The next most important factor in- 
fluencing the variability of costs is the 
method of cost control. Where a flex- 
ible budget is in operation, cost levels 





1. Report on Standardization and Modern 
zation of the Western Australian Government 
Railways, Government Printer, Perth, Mareh 
1949, Table 3, p. 46. 
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have been set down in advance for each 
level of production, and prompt steps 
are likely to be taken to conform to the 
budget. Where there is no budget, or 
a fixed budget, variation in indirect 
costs is likely to be slow, since there is 
no pressure for immediate reductions 
when output falls, and it takes time to 
present successfully a case for expan- 
sion when output has risen. 


Methods of assessing variability of 
costs 


There are three main methods of ap- 
proach to the segregation of costs into 
fixed and variable. The first is by in- 
spection of the chart of accounts and 
financial statements. This method de- 
pends largely on the personal judgment 
of the individual making the inspec- 
on and may give widely differing re- 
sults. 


The second is by a statistical analysis 
of the cost/output relationship for 
past periods, usually by means of a 
“sattergram”. This is a sheet of 


graph-paper, with output plotted along 


the horizontal axis and expense along 
the vertical axis. Dots are placed on 
this sheet, showing the output and 
amount of expense for each of several 
past periods. Through the resulting 
satter of points, a “line of best fit” 
isdrawn. The height at which this line 
cuts the expense axis indicates the 
fixed cost per period, while the slope of 
the line indicates the variable cost per 
unit of output. 


This method, too, may give widely 
differing results, depending upon the 
conditions under which past produc- 
tion changes have occurred. Some 
points on the scattergram may repre- 
sent periods in which the level of pro- 
duction was stable from the preceding 
period and expense had settled down et 
that level. In other periods, the level 
of production may have been just es- 
tablished, or the output figure may be 
an average of changing production 
tates throughout the period: in those 
tases, the expense for the period would 
be strongly influenced by the produc- 
tion of the previous period and, pos- 
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sibly, management’s assessment of 


future business trends. 


Under these circumstances, it is dif- 
ficult to say whether the cost/output 
relationship represented by the line of 
best fit is a short-term or a long-term 
relationship. In general, this method 
is likely to give a low estimate of vari- 
able cost. The result is also distorted 
by changing wage and price levels. 

The best approach to the segregation 
of costs into fixed and variable is 
through a flexible budget, based upon 
detailed study of the requirements for 
each level of production. To the ex- 
tent that requirements are specified in 
physical terms (man-hours, kilowatt- 
hours, etc.), such a budget is readily 
adapted to changing wage and price 
levels. 

Whether a long-term or a short-term 
estimate of variable cost results, de- 
pends of course on the attitude of the 
person making the study. The longer 
the view he takes, the higher his esti- 
mate of variable cost will be. 


Variability of depreciation charges 


with output 

The extent to which depreciation 
charges vary with output can be 
greatly influenced by the method of 
calculating depreciation. For instance, 
the “life” of a motor-car may be ex- 
pressed as so many years of service or 
so many thousand miles. In the for- 
mer case, depreciation will be charged 
at a constant rate per annum, and will 
form part of fixed cost. In the latter 
case, it will be charged at a constant 
rate per mile, and form part of vari- 
able cost. 

Probably neither of these fully re- 
presents the economic facts. The re- 
sale value of a motor-car at the end of 
a period of years will be influenced to 
some extent by the usage, and the re- 
sale value after running a given dis- 
tance will be influenced to an appreci- 
able extent by the age of the vehicle. 

Similarly, the useful life of many 
machines depends partly on the rate of 
Obsolescence (which is, of course, un- 
affected by output) and partly on the 
rate of usage (which is directly pro- 
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portional to output). A realistic as- 
sessment of variable cost should there- 
fore include some part of the deprecia- 
tion charge of those machines. 

So far we have dealt with deprecia- 
tion as if the quantity of equipment 
were fixed. When the quantity of 
equipment installed varies, the depre- 
ciation charge varies with it, of course. 
And in the long run, the quantity of 
equipment installed will vary with out- 
put, through purchase of additional 
equipment, sale of surplus equipment, 
or non-replacement of obsolete or worn- 
out equipment. In the long run, there- 
fore, the amount of depreciation is 
variable rather than fixed, regardless 
of whether the depreciation is due to 
usage or obsolescence. 

Since depreciation charges, for con- 
venience and for reasons of taxation, 
are almost invariably calculated on an 
annual basis, they are usually included 
in fixed charges under marginal cost- 
ing. As a method of presenting operat- 
ing results, this may be quite satisfac- 
tory, but it limits the usefulness of 
marginal costs as a guide to pricing. 


Meaning of full cost 


Different firms attach different mean- 
ings to the term “full product cost”. 
For the purposes of this paper, full 
product cost will be taken to mean 
direct cost, plus a share of factory and 
administrative expenses? which would 
ensure their recovery in full at “nor- 
mal capacity”. Normal capacity is 
that volume of business which a firm 
can reasonably expect to average, with 
the equipment at its disposal. (In 
some industries, where products can be 
stored without loss of saleability or 
where customers are prepared to order 
well ahead, normal capacity may be 
very close to full capacity; in other in- 
dustries, where goods are manufac- 
tured only as they are ordered and 





2. It is convenient to leave selling expense 
out of product cost since the same product may 
be sold in different markets which have differ- 
ent selling costs. For instance, it may be sold 
to retailers and to wholesalers at different 

rices, reflecting a difference in the cost of 

istribution to these markets. 
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where customers demand delivery at 
short notice, it may be impossible to 
maintain full capacity production con- 
sistently, since the resulting delays in 
delivery would cause customers to 
turn elsewhere.) 


Prices based on full cost 


In fixing a selling price, on the basis 
of full product cost, management would 
normally add on a percentage to cover 
selling expense and the desired margin 
of profit.® 


Firms differ greatly in the regard 
they pay to full cost as a basis for 
price. Some adhere to it rigidly, many 
adhere to it loosely. Others again 
merely take the cost figure as a guide, 
selling for as much as they can get 
above it, or as little as possible below 
it. 

Now, full cost always includes some 
items involving arbitrary judgment. 
For instance, the share of the manag- 
ing director’s salary which should be 
borne by each product can only be de 
termined by the exercise of more or 
less arbitrary judgment. Again, the 
amount of depreciation charged de 
pends upon judgments concerning the 
useful life of the various items of equip- 
ment, judgments which are subject to 
an appreciable degree of error. In the 
light of these facts, we should not be 
surprised to find that minor depart 
ures from the calculated full-cost price 
are common; they may merely reflect 
management’s awareness that the full- 
cost figure is an approximation, an in- 
dication of what should be charged if 
total costs are to be recovered. 


On the other hand, deliberat. sub- 
stantial departures from full-cost price, 
which are normal practice in some 
firms, do suggest that full cost might 
not be the most appropriate guide to 
pricing—at any rate, in those firms. 
Is it, then, appropriate for some firms 
and inappropriate for others? If 80, 
what distinguishes the two kinds of 





3. Where administrative expense has been 
left out of product cost, the percentage added 
would have to cover this expense also. 
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firm? Or is it appropriate in some cir- 
camstances and inappropriate in other 
drcumstances for one and the same 
firm? If so, what are the relevant cir- 
cumstances ? 


It is with these questions in mind 
that we turn to the consideration of an 
alternative to full-cost pricing. 


Pricing on the basis of variable (mar- 
ginal) cost 


It has been suggested by some that 
full cost is not necessary, or even re- 
evant, for pricing decisions. The sug- 
gestion is that the price charged for 
each product should be as high above 
variable cost as competition permits, 
% that each product contributes as 
much as possible towards fixed costs 
and profits. (If the best price obtain- 
able is below variable cost, the product 
should not be made at all.) 


At first sight, this seems an 
minently sensible approach, particu- 
larly for those firms which are already 
charging “what the traffic will bear’. 
On closer examination, however, cer- 
tain hidden dangers may be discerned 
inthis suggestion. Three of these dan- 
gers will be discussed: the danger of 
starting a price war, the danger of 
wong decisions based on misleading 
profit statements, and the danger of 
oiling the market by excessive ex- 
ploitation of demand. 


Danger of price war 


The suggested system may work 
very well for a firm whose competitors 
tre still pricing on the basis of full 
sts. In that case, the prices deter- 
nined for that firm by competition will 
lot differ greatly from the prices 
vhich it might have determined on the 
tasis of its own full costs. But sup- 
bose that all the firms in an industry 
adopted the suggested methud, what 
would be the result? 


It might well be a state of unin- 
formed, uninhibited competition, of the 
tind that often prevailed in the days 
tefore costing became general prac- 
We. The pricing process, unaided by 
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any full-cost information, might well 
come down to that described by D. R. H. 
Williams: 


“If C. F. & Co. can afford to sell that cloth 
at 5s. 6d., we are sure we can sell it at 5s. 3d.; 
anyway it’s a fair risk,” and so they risk it. 
A little later on S. B. & Co. meet the cloth in 
competition and argue: “If C. F. & Co. can 
sell it at 5s. 6d., and T. A. C. & Co. can sell 
it at 5s. 3d., surely we with all our superior 
knowledge and skill can sell it at 5s.,” and so 
it goes on.‘ 


The effect of this sort of competi- 
tion on the transport industry has been 
vividly described by Mr. Schumer: 


Professional carriers are unable to recover 
their full costs .. . in the sense that revenues 
may be insufficient . . . to meet money expendi- 
tures and proper claims to profit—and the con- 
dition is widespread and continuing. Healthy 
competition provides its financial casualties, 
but the survivors are able to support them- 
selves satisfactorily. Destructive competition 
means persistent financial injury to all taking 
part in the battle. . - @ war of attrition 
ensues based on an endeavour to recover 
merely “out-of-pocket” costs [i.e., current cash 
payments] instead of total costs, and the 
undertaking with the least “out-of-pocket” ex- 
penditures is likely to stay longest in the fight. 

. The efficient as well as the inefficient 
suffer. Some inefficient operators may be 
driven from the field by insolvency, but a 
constant stream of new entrants may fill their 
places and the attack on the survivors is 
continued.® 


Sufficient has been said of the dan- 
ger of destructive competition arising 
from the absence of full-cost informa- 
tion. But even if no price war results, 
marginal costing may still guide a 
manufacturer into wrong decisions by 
giving him a misleading impression of 
the relative profitability of his pro- 
ducts. 


Misleading profit statements 


Consider the statement in Figure 1, 
based on marginal costing. 


On the basis of this statement, a 
manufacturer might feel justified in ex- 
panding production of line A and cur- 
tailing that of line B. This would cer- 





4. D. R. H. Williams, Costing in the Wool 
Textile and Other Industries, Emmott 1946, 
p. 1. 
5. L. A. Schumer, The Elements of Trans- 
port, Butterworth 1954, pp. 175-6. 
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tainly increase his profit in the short 
run, but the long-run effect might be 
altogether different. A more complete 
statement, allocating fixed costs to the 
two product lines, might show the result 
illustrated in Figure 2. 

Bearing in mind that depreciation, 
maintenance and supervision are largely 
variable in the long run, it becomes 
evident from the second, more detailed, 
statement that profits would be reduced, 
in the long run, by a shift in production 
from B to A. 


Excessive exploitation of demand 

It is not always wise to charge the 
highest price that the market, at any 
given time, is prepared to pay. For if 
that price is well above full cost, it is 
likely to encourage new competitors to 
enter the field; it also encourages con- 
sumers to look for cheaper substitutes, 
thus choking off demand at the source, 
as well as spreading it over a larger 
number of firms. 

A policy of charging the highest price 
that the market will bear would be a 
reasonable one for the producer of a 
novelty that cannot be _ effectively 
patented. He is not greatly interested 
in building up a steady demand for his 
novelty, as he knows that other pro- 
ducers will be following hard on his 
heels and that his own share of the 
market will diminish rapidly. His main 
concern is to exploit his advantage of 
being first in the field, and to do this 
he must aim at the maximum short- 
term profit, with little regard for the 
future. 


The manufacturer of a patented 
household article, on the other hand, js 
likely to follow a different policy. While 
he need not fear competition in produc. 
ing the article, he does have an interest 
in creating a wide market for it, and 
that means charging a price at which 
the many, rather than the few, will 
want to buy it. His price policy will 
be a compromise between short-term 
maximisation of profit, on the one hand, 
and long-term expansion of demand on 
the other. 


Finally, the manufacturer of a com. 
petitive article who intends to go on 
manufacturing that article for a long 
time is likely to maximise his profits, 
in the long run, by charging a price 
based upon full cost. If his price repre. | 
sents full cost plus a margin giving a 
satisfactory return on capital, the de 
mand for his product will be the widest 
consistent with continued profitable 
operation. If he is forced by competi- 
tion to charge appreciably less than 
such a price, it may pay him to con 
tinue producing the article for a short 
time (provided that the price obtained 
is above short-term variable cost) but 
he would be well advised to look for 
other products to take the place of the 
unprofitable article. 


These various lines of reasoning all 
lead to the conclusion that variable 
cost, by itself, is not an adequate guide 
to pricing, and that revenue from each 
product needs to be checked, from time 
to time, against the full cost of that 
product. In firms which have adopted 
marginal costing, the P/V ratio is the 
most convenient tool for this purpose. 





I Sits. deh ti Sak nk 
Less variable cost .. 


Contribution towards fixed costs and 
tnd) ceisetin, wie en eee ba 
Less fixed costs (unapportioned) .. . 


Net profit .. ... 


Product 
line B 


£10,000 
7,000 


Product 
line A 
£10,000 

6,000 


Total 


£20,000 
13,000 





4,000 3,000 


Figure 1 
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Less variable cost ....... 


Contribution towards fixed costs and profit 


Less fixed costs: 


Product line A Product line B 


£10,000 £10,000 
6,000 7,000 


4,000 3,000 


Factory Expense (depreciation, main- 


tenance, supervision, etc.) 
Administrative Expense .. 


Net Pre@t .. .. 063° 


. . £2,500 
1,500 


—_—\ 


2,000 
£1,000 


Figure 2 





The P/V ratio 


The word “contribution” has already 
been used in this article to describe the 
excess Of sales over variable cost of 
sales. It represents the contribution 
made, by that amount of sales, toward 
the recovery of fixed costs and net 
profit. This contribution is designated 
by the letter P, while V stands for the 
value of sales. The P/V ratio is there- 
fore the amount of the contribution di- 
vided by the value of sales, and is 
uually expressed as a percentage. For 
instance, in the operating statement 
illustrated earlier, the P/V ratio of 
product line A would be 40 per cent., 
that of product line B would be 30 per 
cent. 


If the full cost of each product line 
were worked out and an amount repre- 
wating the desired profit were added 
it, it would be an easy matter to 
calculate the “standard P/V ratio”, i.e. 
the ratio necessary to cover all costs 
ad earn an adequate profit. Let us 


complete the figures previously given in 
this way. 

Let the capital investment be £12,000 
and let the desired rate-of-return be 15 
per cent. Of the £12,000 invested, 
£7,000 is used entirely in connexion 
with line A, £3,000 in connexion with 
line B, and the remaining £2,000 equally 
for both product lines. 

We can then compute the standard 
P/V ratios as shown in Figure 3. 

From this, we see that the P/V ratio 
for product line B is better than stan- 
dard, and that the line is making more 
than its fair contribution to fixed costs 
and profit, while the P/V ratio for pro- 
duct line A is below standard, and that 
line is responsible for pulling the net 
profit down below the target of £1,800. 

The remedy would be to raise the 
selling prices of line A products until 
that line shows a P/V ratio of approxi- 
mately 46 per cent. If this cannot be 
achieved, it would be wise to expand 
production of line B, or seek a new pro- 
duct line C to take the place of A. 





Product line A 


Variable cost .. .. 
Share of fixed cost .. 
Profit required .. .. 


Total revenue re- 
SS et 


5,200 
Standard P/V ratio 


Actual P/V ratio .. 


15% on £8,000 = 1,200 


x 100 = 46% 


Product line B 
£7,000 
2,000 
600 


a 


£6,000 
4,000 
15% on £4,000 = 


11,200 9,600 
2,600 
X 100 = 27% 


9,600 
40% 30% 


Figure 3 
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Selling below full cost 


We now return to the second problem 
raised at the beginning of this article: 
under what conditions is it good busi- 
ness to accept an order at a price below 
full cost? 


It is good business if the following 
five conditions are fulfilled: 


1. The order would probably be lost 
if a higher price were demanded. 


2. The price charged is above vari- 
able cost. 

3. There is idle capacity in the fac- 
tory which cannot be filled in the short 
run with orders yielding a higher P/V 
ratio. 

4. The price charged is not likely to 
spoil the market. 

5. The transaction is not likely to pro- 
voke retaliation from competitors. 


The first of these conditions is self- 
explanatory. In the second condition, 


the relevant variable cost is that corres- 
ponding to the period for which the 


low-price production is to continue. In 
the third condition, the relevant short- 
run is again the period for which the 
low-price production is to continue. The 
fourth condition means that the lower- 
priced sales must not interfere with the 
demand for goods sold at regular prices, 
and should not create an expectation 
that future orders will be accepted at 
the lower price level. Retaliation, in 
the fifth condition, refers mainly to 
price-cutting, but there is also the 
danger that a firm whose special mar- 
ket is being invaded by another may 
retaliate by entering the invader’s own 
market. 


The following example shows the 
kind of situation in which all five con- 
ditions might be fulfilled: 


A firm which usually produces a high- 
class product wishes to fill a seasonal 
gap in its production schedule by enter- 
ing the market for cheaper versions of 
the product. It cannot meet the prices 
current in that market if it charges 
full cost, but it can earn a worthwhile 
contribution above the short-run vari- 
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able cost for the period under cop. 
sideration. No repercussions are likely 
in the high-class market, and the manv- 
facturers of the cheaper products are 
unable to invade that market as they 
lack the necessary equipment and skill, 
Export pricing 

A question of some topical interest 
is whether marginal costing is applic. 
able to the pricing of exports. The 
view is often taken that, when the whole 
output of a factory cannot be sold on 
the home market at full-cost price, ex- 
ports at any price above variable cost 
would improve the overall profit posi- 
tion. 


In principle, the reasoning is sound 
enough: cut prices abroad do not affect 
the home market, and retaliation is 
generally rendered ineffective by pro 
tective tariffs and import licensing. But 
it must be borne in mind that export 
business is not easy to secure, and that 
it cannot be interrupted suddenly witb- 
out serious loss of goodwill. If pro 
duction for export is to be built up and 
maintained over a period of years, then 
the variable cost for that period of 
years is the relevant figure to be taken 
into account. This is a very different 
thing from the short-run variable cost 
thrown up by the usual marginal-cost- 
ing technique. It would have to include 
provision for the maintenance and re 
newal of capital equipment and a sub 
stantial share of current expenses. In 
fact, it might prove difficult to find any 
substantial expense category which 
would not vary appreciably with output 
over a period of several years. 


Conclusion 


The arguments which have been pre 
sented in this article may be summed 
up by saying that short-term variable 
cost is seldom a sound guide to pricing 
decisions, unless supplemented by per 
odic apportionment of fixed costs to the 
main product groups. In special ¢l- 
cumstances, however, sales at little more 
that- short-term variable cost may b 
good business, whilst long-term var 
able cost has some application in the 
field of export pricing. 
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current problems discussed in overseas journals 


Cost reduction and control 

Two articles in the April issue of 
the N.A.C.A. Bulletin encourage the 
cost accountant to go beyond the 
routine reporting of periodic cost data 
and results. W. C. Jones provides some- 
thing like a check-list of areas in which 
investigation may lead to lower costs. 
F. R. Friedley, after describing a sys- 
tem of variance reports under staudard 
esting, presents five case histories of 
cost reduction through special analyses 
of historical costs. 

In the same issue, E, A. Legerquist 
contributes A Refresher on Flexible 
Budgeting for Departmental Cost Con- 
trol, with specimen forms of depart- 
mental reports, whilst J. Hihn applies 
the principle of management by ex- 
ception to the preparation of Account- 
ing Aids for the Factory Supervisor. 

Also in this issue, E. W. Hanley 
describes an unusual approach to the 
problem of the foreman who is inable 
or unwilling to act on the cost-coutrol 
reports furnished to him, to show him 
how to deal with the problems which 
he had been finding insuperable. 


Control of research costs 

In The Accountant, April 7, A. H. 
Taylor suggests that, whilst it is 
necessary to maintain proper control 
over research costs (e.g. by the pre- 
pParation of budgets and the analysis 
of variations from estimated figures), 
such expenditure should be kept separ- 
ate in the financial and cost records, 
and should not be included in unit-cost 
statements. However, supplementary 
statements should be presented 
Periodically to show the extent to which 
research expenditure has resulted in 
Increased income, 


Variation of trading stock 
In a most interesting article, The 
conda Decision from the Account- 
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Notes prepared by members of the 
teaching staff in the Department of 
Accounting, University of Melbourne 


ing Viewpoint, in The Canadian Char- 
tered Accountant, April, G.G. Richard- 
son compares and contrasts pronounce- 
ments by the following bodies and per- 
sons with respect to the valuation of 
trading stock at the end of accounting 
periods: 

(a) The Judicial Committee of the 
Privy Council in the appeal by 
the Minister of National Revenue 
against the decision of the Can- 
adian Supreme Court in favour of 
Anaconda American Brass Ltd., 
that trading stock might properly 
be valued for taxation purposes on 
the last-in first-out basis. The 
appeal was upheld on the proposi- 
tion that the proper assessment 
of profits required that the value 
to be attached to opening and 
closing trading stocks should be 
based on the actual cost of the 
actual stock on hand and that, in 
the case concerned, the first-in 
first-out method was more likely 
to accord with such a valuation 
than the last-in first-out method. 
The American Institute of Ac- 
countants Bulletin No. 43 on in- 
ventories. 

Mr. G. O. May in The Accountant, 
24 December 1955. 

Report of the United Kingdom 
Royal Commission on Taxation of 
Profits and Income. 

Editorial in The Economist, 17 
December 1955. 


Mechanised inventory control 

Two articles in the N.A.C.A. Bulle- 
tin, April, deal with the design of sys- 
tems for inventory control by means of 
punched cards. The first article, by 
J. J. Kasney and C. M. Bristol, de- 
scribes an ingenious system for utilis- 
ing the interchangeability of component 
parts between products to cut the card 


(c) 
(d) 


(e) 
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volume to about 10 per cent. of what 
it would have been under the usual sys- 
tem of inventory control by punched 
cards. The second paper, by F. E. 
Klecan, shows less startling savings, 
but great improvements in quality and 
frequency of inventory information. 


Budgeting 

F. E. Loncar, Budgetary Planning— 
Yesterday and Today, N.A.C.A. Bulle- 
tin, April, shows how budgets have 
developed over the years, from a mere 
pretext for arbitrary reductions in the 
depression days, to their present-day 
stature as the agent which reconciles 
the viewpoints of production, sales, and 
finance. “The sales department wants 
immediate delivery of anything it may 
happen to sell. The manufacturing de- 
partment wants a steady level of opera- 
tion just comfortably below full capa- 
city. The treasurer wants a reserve of 
cash in the bank and a low inventory.” 
The comprehensive budget can resolve 
these conflicts by an “unbiassed and 
objective approach to future business 
planning”. 


Plant replacement 


A. P. Borckbank, Justifying Capital 
Expenditure, Cost Accountant, April, 
criticises two frequently used methods 
on which decisions regarding the pur- 
chase of new capital equipment are 
based, namely the “high rate of return” 
and the “short-pay-off” method, and 
then briefly outlines a method for de- 
termining the timing of replacement. 
This method was presented by the 
Machinery and Allied Product Institute 
of America in 1949 in a book entitled 
Dynamic Equipment Policy, and puts 
forward the view that the time to re- 
place equipment will be when a new 
machine offers a lower combination of 
operating inferiority and capital cost 
than the old one would do if kept in 
service, 


Combined operations in the production 
office 

N. A. Coan, in the N.A.C.A. Bulle- 

tin, April, makes a powerful plea for 

the integration of industrial accounting 

with production planning, materials 
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control, and time-study. This is not a 
sermon on how to get along with other 
members of the management team, but 
a plan for re-organisation which com- 
pletely merges the four functions in a 
single “‘nerve-centre”’. 


Direct costing 

W. A. Kerns contributes a brief and 
practical article to the N.A.C.A. ule 
tin, April, in which he outlines a con. 
tribution approach to cost reporting 
and order acceptance decisions in a 
multi-product plant. 


Internal auditing 

In The Accountant, April 14, G. D. 
Bunce indicates some of the enquiries 
an internal auditor might make in 
checking on the efficiency of methods 
used in the various departments of a 
business. 


Chart of accounts 

M. J. Kean, in the N.A.C.A. Bulle 
tin, April, makes Some Suggestions for 
Preparing a Chart and Manual of 
Accounts, with specimen forms, in- 
structions and explanations. 


Social accounting 

In The Canadian Chartered Accoun- 
tant, April, J. E. Smyth, The Case for 
Social Accounting, outlines the content 
and functions of the various types of 
social accounting statements. He be 
lieves that as these national accounting 
statements are important, both in the 
formulation of national economic poli- 
cies and in business forecasting, and 
as the data used in the compilation of 
the statements is in the main prepared 
by accountants, it follows that the 
accounting profession should take 4 
greater interest in social accounting 
and not leave it to the economist and 
the statistician. 


Profit sharing 

William D. Walsford, Installing 4 
Profit Sharing Plan in Your Company, 
Cost and Management, April, discusses 
his subject from several angles. First 
he discusses the philosophy of profit 
sharing, then he examines some of the 
tax and legal aspects of profit sharing 
plans in Canada, and lastly he mentions 
a few points in connexion with the 
administration of the plan. 
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THE AUDITOR, THE LAW 
STOCK 


AND 


H. McCredie, LL.B., A.A.S.A, 


HE New South Wales Companies 

Act provides inter alia that “the 
auditors shall report to the members on 
the accounts examined by them and on 
every balance sheet laid before the 
company in general meeting during 
their tenure of office, and the report 
shall state whether in their opinion the 
balance sheet referred to in the report 
is properly drawn up so as to exhibit 
atrue and correct view of the state of 
the company’s affairs according to the 
best of their information and the ex- 
planations given to them and as shown 
by the books of the company.” 


(In Victoria and Western Australia 
the auditors are required also to report 
whether the profit and loss account 
exhibits a true and correct view of the 
results for the year.) 


The Act requires the balance sheet 
to represent “a true and correct view” 
and thus the auditors are required to 
consider inter alia whether the “stock” 
figure represents “a true and correct 
view”. It is of the utmost importance 
to consider the word “a”. This pre- 
supposes that it is not necessary to 
show “the true and correct view” even 
if such a thing did exist. 


Other assets and liabilities such as 
those relying on provisions may 
based on human judgment and in a like 
Manner there can be more than one 
figure for stock. This judgment could 
be reflected in varying methods of 
valuation but all of these must be “true 
and correct’’. 

The Concise Oxford Dictionary shows 

e” as a meaning for “correct” and 
to mean “in accordance with fact or 
reality”, and thus the figure for stock 
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as with other items in the balance sheet 
must be “in accordance with fact or 
reality”. It thus follows from the New 
South Wales Companies Act that the 
auditors shall report whether the figure 
for stock in the balance sheet is in ac- 
cordance with fact or reality. 

Because the valuation of stock may 
be based on different methods it be- 
comes more important rather than less 
for the auditors to see that the stock 
is “a fact or reality”. Because ac- 
counting makes use of monetary sym- 
bols, this “fact or reality” must be 
converted for purposes of the balance 
sheet into monetary symbols. 


Interpretation 

The question then arises as to the 
interpretation placed on these or simi- 
lar words by the Courts. The case 
which comes first to mind is Kingston 
Cotton Mill Company Ltd. (1896), 65 
L.J. Ch. 673, where the responsibilities 
of auditors are discussed. 

The Kingston Cotton Mill Company 
Ltd. was formed in 1879 and went into 
liquidation in 1894. It was thereupon 
found inter alia that stock in trade had 
been greatly overvalued. The manager, 
of apparent high character and com- 
petence, had deliberately exaggerated 
the quantities of stocks on hand and 
thus the overvaluation had occurred. 
The auditors had taken a summary of 
stock from the stock book, ascertained 
that it agreed with detailed accounts 
therein showing quantities and values 
at balance date, but did not prove the 
quantities on hand. The summary 
agreed with the figure in the balance 
sheet which was shown “as per mana- 
ger’s certificate”. 
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It was alleged that the auditors had 
improperly placed reliance on certifi- 
cates of the manager as to the value of 
stocks without testing the accuracy of 
the certificates. The auditors were suc- 
cessful in their defence of the allega- 
tions made, but Lord Justice Lindley 
and Lord Justice Lopes both discussed 
at length the responsibilities of the 
auditors. 

Lord Justice Lindley said “It is no 
part of an auditor’s duty to take stock. 
No one contends that it is. He must 
rely on other people for details of the 
stock in trade in hand.” 

These words can be construed as 
meaning that it is not part of the audi- 
tor’s duty automatically and always to 
take stock but that the taking of stock 
may be necessary in some cases. This 
interpretation receives support from 
the words of Lord Justice Lopes who 
said: “It is the duty of an auditor to 
bring to bear on the work he has to 
perform that skill, care and caution 
which a reasonably competent, careful 
and cautious auditor would use. What 
is reasonable skill, care and caution 
must depend on the particular circum- 
stances of each case.” 

The words of Lord Justice Lopes ex- 
cept those in italics are open to severe 
criticism for in effect they mean little. 
It is not possible to have a standard 
which relies on “reasonableness”. What 
is “reasonable” to one person, is not to 
another and further what is “reason- 
able” to one person at a particular time 
may not be a few years later. 

The words which are significant are 
“the particular circumstances of each 
case”. Lord Justice Lopes also said “I 
think the auditors were justified in this 
case in relying on the honesty .. .” 
Particular attention should be paid to 
the words “in this case”. Under the 
particular circumstances existing at 
that time the auditors were thought to 
be justified, not in accordance with the 
standard supposedly set but in accord- 
ance with Lord Justice Lopes’ stan- 
dards or what he imagined the stan- 
dards might be. This is evidenced by 
the use of the words “J think”. This is 
certainly not a standard. 
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In effect, Lord Justice Lopes sets 
standard and immediately finds it im- 
possible to use. The only point not 
contradicted is that each particular 
case must be considered on its merits. 


Reference is made to re The London 
and General Bank Ltd. (1895), 64 LJ. 
Ch. 866, as being the basis on which an 
auditor’s liability rests. Both Lord Jus- 
tice Lindley and Lord Justice Lopes 
heard the London and General Bank 
case and considerable prominence hag 
been given to Lord Justice Lindley’s 
dicta as being the exposition of an 
auditor’s responsibility. 


Lord Justice Lindley said: 


His business is to ascertain and state the 
true financial position of the company at the 
time of the audit, and his duty is confined to 
that. But then comes the question, How is 
he to ascertain that position? The answer 
is, by examining the books of the company. 
But he does not discharge his duty by doing 
this without inquiry and without taking any 
trouble to see that the books themselves shew 
the wr nay oe true position. He must take 
reasonable care to ascertain that they do s0. 
Unless he does this his audit would be worse 
than an idle farce. Assuming the books to be 
so kept as to shew the true position of a 
company, an auditor has to frame a balance 
sheet shewing that position according to the 
books and to certify the balance-sheet pre- 
sented is correct in that sense. But his 
duty is to examine the books, not merely for 
the purpose of ascertaining what they do 
shew, but also for the purpose of satisfying 
himself that they shew the true financial 
position of the company. This is quite in ac- 
cordance with the decision of Stirling, J., in 
Leeds Estate Building and Investment Co. v. 
Shepherd. An auditor, however, is not bound 
to do more than exercise reasonable care and 
skill in making inquiries and investigations. 
He is not an insurer; he does not guarantee 
that the books do correctly shew the true 
position of the “neers affairs; he does not 
even guarantee that his balance-sheet is 
accurate ray my? to the books of the com- 
pany. If he did, he would be responsible for 
error on his part, even if he were hi 
deceived without any want of reasonable care 
on his part say, by the fraudulent conceal- 
ment of a book from him. His obligation 1 
not so onerous as this. Such I take to be the 
duty of the auditor: he must be honest—ie, 
he must not certify what he does not believe 
to be true, and he must take reasonable care 
and skill before he believes that what he 
certifies is true. What is reasonable care m 
any particular case must depend upon & 
circumstances of that case. Where there 
nothing to excite suspicion very little inquity 
will be reasonably sufficient and in practice ! 
believe business men select a few cases # 
haphazard, see that they are right, and a 
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gme that others like them are correct also. 
Where suspicion is aroused more care is ob- 
ously necessary; but still, an auditor is not 
bound to exercise more than reasonable care 
ind skill, even in a case of suspicion, and he 
is perfectly justified in acting on the opinion 
of an expert where special knowledge is re- 


quired. 

This statement made by a learned 
lord is based on a most obvious fallacy, 
namely that “the true financial posi- 
tion” can be ascertained. As mentioned 
arlier there are many financial posi- 
tions equally true but all different. 

Lord Justice Lindley refers to the 
business of the auditor “to ascertain 
and state the true financial position” 
and later “to frame a balance-sheet”’. 
These words of themselves imply that 
the Lord Justice did not really compre- 
hend the difference between accounting 
and auditing. 

The remainder of the dicta includes 
words referring to “reasonable care” 
ad is open to the criticism made 
arlier of this type of alleged standard. 
Once again reference is made to the 
treumstances of each case and the 
judgment is made on these. 

From these cases it cannot be said 
that an auditor is justified in relying 
ma certificate in regard to stock with- 
wt any other questioning or inquiry. 
In fact later cases seem to imply that 
the duties of auditors were increased 
rather than decreased by the London 
id General Bank Case. 


In re City Equitable Fire Insurance 
Co, Ltd. (1924), 40 T.L.R. 853, refer- 
mce is made to the duty laid down in 
the Kingston Cotton Mill Case for audi- 
rs. This duty must be that the audi- 
tor should not accept certificates with- 
out enquiry, and that “he is perfectly 
justified in acting on the opinion of an 
‘pert where special knowledge is re- 
quired”, 

In a later case, re The Westminster 
Road Construction and Engineering Co. 
ltd., [1982] Acct.L.R. 38, Judge Ben- 
lett said: “His duty with regard to the 
sertainment of unrecorded liabilities 
uust depend upon the facts of each 
marticular case, and must be deter- 
ined by the nature of the business 
arried on, and the practice of the per- 
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sons or bodies with whom the company 
did business of sending in their in- 
voices.” 

This reference to each particular 
case is once again important. Follow- 
ing disclosures in a later case in 
America (McKesson v. Robbins, 1939) 
the American Institute of Accountants 
stated that physical tests of stocks were 
an important part of accepted auditing 
procedures, when circumstances did 
not make them impracticable. 

There have been other cases, but the 
main point seems to be that the duty 
placed on auditors was extended by the 
dicta in the London and General Bank 
Case and Kingston Cotton Mill Case, 
and that each case must be determined 
in accordance with the circumstances 
operating at the time. 

In re City Equitable Fire Insurance 
Co. Ltd., the Master of the Rolls said 
in regard to certificates that the audi- 
tor must exercise his discretion as to 
whether a certificate shall be accepted 
or not, and in fact this placed a 
“greater responsibility on the audi- 
tors”. 

Even in 1895 it was never suggested 
that a certificate should be accepted 
without question, and sixty years later 
there would most certainly be no sug- 
gestion that a certificate as to stock 
should be accepted without question. 

In the American statement men- 
tioned above a physical check of some 
description of the stock is expected as 
the normal audit practice, and I believe 
this should also apply in Australia. The 
lapse of sixty years since the Kingston 
Cotton Mill Case justifies the statement 
that the circumstances of any case 
must now be different. 


Present interpretation 

The auditor’s duty is here being con- 
sidered in relation to companies, and 
the lapse of sixty years has wrought 
fundamental changes in the place of 
the company in the community. These 
changes must have altered in some way 
the duties of the auditors. 

The modern limited liability company 
is a product of the nineteenth century, 
when the first Companies Act permit- 
ting the general formation of limited 
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liability companies was passed. The 
idea of the company was the result of 
two important factors, namely, the 
growth in trade coupled with a demand 
for facilities of association with limited 
liability, and the legal difficulties as- 
sociated with large partnerships. 

The development of limited liability 
companies though based on earlier in- 
corporated associations cannot be said 
to have really commenced until the 
middle of the nineteenth century, and 
thus the auditor’s responsibility in re- 
gard to companies was a relatively new 
thing when considered in 1895. It is 
not my intention to consider in full the 
development of the limited liability 
company but it is sufficient to say that 
the development of companies that has 
occurred since 1895 is at the very least 
as important as the development before 
this date. 

Since 1895 one has seen the company 
come to be recognised as the normal 
means of associating on a sufficiently 
large financial scale to carry out manu- 
facturing and trading as now required. 
Coupled with this growth of companies 
and company facilities has been the 
growth of accounting facilities and 
procedures. Under facilities I would 
include machine accounting, and under 
procedures, costing. The main con- 
sideration here is the relation of these 
changes to stock and to the control of 
stock. 

With the advent of mechanisation 
and costing it is possible in all cases to 
have a system of accounting which en- 
sures that the stock on hand at any 
time can be accurately recorded. This 
is not to suggest that at all times it is 
practical or economical to have such a 
system, but whether or not stock 
records exist a system suitable for any 
company can be devised. 

The emphasis of stocktaking in 1895 
—the time of Lord Justice Lindley’s 
dicta—was on a physical ascertainment 
of stock, whereas in 1956 the emphasis 
is on a physical check to support 
records in existence. 

To check physically only some of the 
stock in 1895 would have been rather 
ineffective but a continuous check (or 
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test check) physically of stock with 
records in 1956 can serve a most usefy] 
purpose. It is similar in purpose to any 
test checking and can _ determine 
whether a system of internal control is 
being properly carried out. 


With the growth of companies since 
1895 the place of stock in a company’s 
assets has become increasingly impor. 
tant. Physical facilities for the prote. 
tion of stock have increased consider. 
ably and stock is generally a more im. 
portant asset than previously. A 
manipulation of stock must lead to an 
incorrect profit. This increased im. 
portance of stock increases the re 
sponsibility of the auditor. 

Another important factor in recent 
years has been the disrespect and dis 
regard shown by some directors te 
wards the owners of a company, the 
shareholders. Companies with limited 
liability were in the nineteenth century 
a comparatively new idea but now 
familiarity has bred contempt. Share 
holders, the real owners of a company, 
are treated by some directors as being 
a nuisance once the necessary capital 
or money has been obtained. The 
annual reports of many companies to 
their shareholders are insulting to per- 
sons of any intelligence. 


This may have been caused a little 
by the attitude of shareholders, who 
willingly leave the company alone a 
long as a dividend is received and the 
value of the shares maintained, but it 
can also arise because many annual 
meetings are farcical. An annual meet- 
ing is rarely held where the retiring 
directors do not have the necessary 
votes to ensure control of the meeting. 
This is, of course, government by the 
majority but the minority do have 
rights as shareholders. How does this 
affect the auditor and stock? 


Some auditors having perhaps forgot 
ten that they are employed by all the 
shareholders, all of whom jointly ow 
the company, have tended to become 
linked with the directors and have a& 
cepted the assurances of the directors 
too readily. 

Auditors obtain independent certif: 
cates regarding cash, but with 
which may be far more important, #& 
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cept a certificate from a manager or 

director whose interest may be to see 

that a proper figure is given for stock 
rather than a true figure. 

Lord Justice Lindley speaks of the 
acceptance of a certificate from a 
“rusted servant” implying that the 
shareholders had a free choice of em- 
ploying the servant or not. That could 
well have been the case in 1895 but 
today in many cases there is no choice, 
the directors being both servant and 
master. This situation can only mean 
that greater responsibility is thrust on 
the auditors. 

Coupled with this is the development 
of share selling on the stock exchange. 
Whatever the purpose for which the 
shares are bought the fact remains the 
buyers become part owners and the 
auditors owe a duty to them. 

The position may thus be sum- 
marised as follows: 

1. Even in 1895 or 1896 the auditors 
did not avoid responsibility by ac- 
cepting without question a certifi- 
cate as to stock. 

2. The decisions in London and Gene- 
ral Bank and in Kingston Cotton 
Mills put further duties and re- 
sponsibilities on the auditors rather 
than relieved them of these. 


. Since those decisions, the duties and 
responsibilities have been increas- 
ing (see re The Westminster Road 
Construction and Engineering Co. 
Ltd. and McKesson v. Robbins). 
i increase has been as a result 
of : 

(a) the increased relative import- 
ance of stock in the revenue ac- 
counts and balance sheet; 

(b) the improved facilities for re- 
cording and controlling stock; 
and 

(c) the changed relationship which 
exists between the directors 
and the owners. 


Possible procedures 

The duties owed by the auditors to 
shareholders have increased, and 
audit is of doubtful value if an 

dit of the stock is not efficient. There 
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is no doubt about the legal position, 
namely, that the acceptance of a certifi- 
cate without question or further en- 
quiry would apparently render the audi- 
tor responsible for neglect of duty, and 
further that the enquiries today must 
be more extensive than those to be 
made in 1895. Each case will be decided 
on the particular circumstances but 
there can be no doubt that the auditor’s 
work which was sufficient in 1895, or 
even 1945, would not be sufficient today. 
The problem remains, what is the audi- 
tor to do regarding stock? To avoid 
legal responsibility for neglect of duty 
pr following alternatives are avail- 
able: 


(1) The auditors could be present at 
and participate in the stocktaking. 
This is limited by its practicability 
in many cases, but the presence of 
the auditors would have a salutary 
effect. It may be possible also to 
stagger stocktakings throughout 
the year, and even if the auditors 
were not present at the annual 
stocktaking their presence at an 
intermediate stocktaking would be 
of benefit. 


A complete system of stock record- 
ing could be installed, so that the 
physical stocktaking is but a check 
of the records. This is limited by 
the cost of installing such a record, 
for though it is possible in all 
cases it may not be economically 
reasonable. The auditors could 
test check the records with the 
stock throughout the year and 
carry out a survey at the end of 
the year. 


Far greater use could be made of 
costing procedures, so that the 
auditors could accurately calculate 
the stock which should be on hand. 
This of course does not mean that 
the stock is there, and some physi- 
cal check would still be necessary. 


Specially trained operators could 
be used who do nothing else but 
take stock. This means of course 
that these operators would be em- 
ployed on a contract basis to take 
stock. They would be independent 
of both the company and the audi- 
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tors. There are many difficulties 
associated with this, such as the 
lack of specialists, the fact that 
such stocktakings would not in- 
clude values, and the fact that the 
staff required to stocktake for a 
large business would be prohibi- 
tive. 


Each of the above alternatives is in 
addition to the accepted checking of 
stocksheets for arithmetical errors and 
for valuations. There may be other 
possibilities which will assist the audi- 
tors in the satisfactory performance of 
their legal responsibilities. 


Conclusion 


The auditors cannot truly report that 
the balance sheet is “a true and correct 
view of the company’s affairs” if they 
accept a certificate from the manager 
or directors without in addition check- 
ing both the values and the physical 
presence of stock. To accept a certifi- 
cate, no matter how worded, from an 
i person robs the audit of its 
value. 


The auditors must report whether 
the figures in the balance sheet are in 
accordance with ‘fact or reality”, and 
they are legally entrusted with the duty 
of going behind the arithmetical accu- 
racy of the books of aceounts. 


It is legally unfortunate that Lon 
Justice Lindley’s words have governed 
the minds of auditors for so long, for 
they laid down no effective rules and 
they may have lulled some auditors int) 
a false sense of security. One presume 
that most auditors check stocksheets 
and valuations but this is of little ug 
if some sort of physical check is not 
carried out. Great care is taken with 
cash and other assets but a main soure 
of manipulation, stock, is in fact ig. 
nored. 

The primary responsibility for th 
accounts rests with the directors, but 
failure to discover large stock dis 
crepancies must react unfavourably 
both on the individual auditors and the 
profession. The auditor accepts a legal 
duty and this cannot be expunged bya 
certificate. The stock in trade is the 
focal point of the company, an integral 
and essential figure in the books of ac- 
count, and the auditor cannot esca 
legal responsibility by accepting 
certificate of a person who may hav 
reason to falsify that certificate. 

The auditor owes to the shareholders 
a legal duty, both onerous and exacting, 
which can only be fulfilled by an eff- 
cient check of: 

(a) the physical “fact or reality” of 
stock, and 


(b) the basis of valuation of sud 
stock. 
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Accounting: A Social Force in the Com- 
munity, by Mary E. Murphy; Mel- 
bourne University Press, Melbourne, 
1956; pp. 203 and index; price 
£1/10/-. 


In 1953, Dr. Mary E. Murphy came 
here as the first Fulbright professor 
in accounting to visit this country. 
This book is a selection of seven out 
of the many lectures and addresses 
she gave during her extensive tour of 
Australia, Over all, they provide a 
wide survey of factors affecting the 
psition of accountants in the U.S.A., 
Great Britain and Australia—three 
countries which, while having much in 
common, at the same time exhibit dif- 
ferences which afford opportunities for 
karning from each other. 


There is, perhaps inevitably in a 
collection of this kind, some slight over- 
lapping of material between some of 
the addresses, but not to such an ex- 
tnt as to detract from the general 
value of the work. 


Without going into the multifarious 
pints contained in these essays, it can 
be fairly said that a lot of ground is 
covered in them—from a survey of 
modern attitudes in accounting and 
modern problems facing accountants 
everywhere, to such things as a com- 
parative survey of income taxation in 
Australia, Great Britain and _ the 
US.A., and the problems facing the 
controller in a modern organisation. 

e great amount of information in 
these addresses is indicative of the in- 
dustry of Dr. Murphy during her 
sjourn here, which was clearly no idle 
holiday, but a period of much hard 
vork and observation. 


This detail and the arguments in 
the book, taken altogether, amount to 
4 justification of the implied thesis of 
the sub-title and the expressed thesis 
{more than one place in the book it- 
*lfi—that accounting is a “social 
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force’, that is, that accountants are 
concerned with issues that have wider 
implications than those of the employ- 
ing organisation itself, and that they 
ought to anticipate (in the original 
sense of this word) the social respon- 
sibilities which their work even now 
involves and which are more likely to 
increase than to decrease in the fore- 
seeable future. 

In this reviewer’s opinion, it is a 
pity that specific footnote references 
are not given to many of the quotations 
and other statements, so that those 
whose attention may be caught by a 
passage might be enabled to “chase it 
up”. 

Nevertheless, there is a great amount 
of useful and interesting material con- 
tained in these addresses, especially 
for those—and they surely constitute 
a majority of accountants in Austra- 
lia—who have not ready access to 
overseas literature. 

L. GOLDBERG 


The Electronic Office, by R. H. Wil- 
liams; Gee & Company (Publishers) 
Ltd., 1955; pp. 63; Price 25s.; our 
copy from the Law Book Co. of Aus- 
tralasia Pty. Ltd. 

This is a fascinating little book 
which gives a view of the new develop- 
ments which, it seems safe to forecast, 
will soon be facing accountants, office 
managers, and auditors with problems 
which, when they are posed, will re- 
quire urgent solution. ' 

In the first three chapters the author 
sketches quickly the brief history of 
the development of electronic digital 
computers, discusses some of the diffi- 
culties of design, construction and ap- 
plication, and lists a number of these 
devices in actual operation at the time 
of writing (June, 1955) and the pro- 
gress of various companies in their 
manufacture and supply. The technical 
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discussion here is kept at a simple level, 
and several points, especially impor- 
tant from the office manager’s view- 
point are made, for example: “The 
machine will itself work at an extra- 
ordinarily high speed, but it cannot do 
so unless the material it has to work 
from is also fed into it at a high speed.” 
(p. 20); and “. . . the machine can pro- 
duce its answer in either alpha digits 
or numeric digits. That is, it can pro- 
duce letters or figures and so can pro- 
duce writing, as well as answers to 
numerical calculations.” (p. 21). 


There follows a discussion of some 
general principles applicable to all types 
of office machines, and the author indi- 
cates both the economies and the short- 
comings of office mechanisation; he 
lists seven factors which should be con- 
sidered in making any choice in respect 
of office machinery, viz., cost, speed, 
quality, flexibility, ease of operation, 
effects on staff and reliability. He sug- 
gests some types of work which are 
particularly suited to electronic com- 
puters, such as payroll, preparation of 
invoices, government statistics, cost re- 
ports, and even sales ledger and cus- 
tomers’ statements. As an example of 
the speed with which a job can be done 
by this means, he cites the work of 
LEO (the device developed and used by 
J. Lyons & Co. Ltd., London) in con- 
nexion with the preparation of new 
P.A.Y.E. tables required under the 
British budget of 1955. The budget 
changes were announced at 3 p.m. in 
the House of Commons, and with the 
use of LEO the whole of the tables were 
completed a few hours later and were 
available for the printers the following 
morning. 


The author then considers the appli- 
cation of electronic computers to bank- 
ing business, and describes a_ pilot 
scheme which he considers might be 
applicable as an approach to the very 
great reduction of human effort poss- 
ible in the routine work involved in 
banking procedures. He also describes, 
in a little detail and with diagrams, 
some of the applications of such devices 
in the ordinary commercial office. He 
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is not unaware of the possibility of 
objections from taxation authoritig 
and auditors. With respect to the 
former, he appears to have no real 
solution, although he makes an intrigu. 
ing suggestion: “. . . after digits have 
been recorded on a magnetic tape there 
does not appear to be any physical 
difference, the magnetic impulses not 
being visible. It would, of course, be 
possible to provide the income tax ip 
spector with a small box of iron filings 
and a microscope. If he were t 
sprinkle the iron filings on to the ta 
and shake off the surplus he would 
able to discern a pattern through his 
microscope and could with practice 
actually interpret this...” He adds, 
however, that “we hardly think that 
this suggestion would be met with any 
enthusiasm.” (p. 59.) As to the posi- 
tion of the auditor, he sees the neces- 
sity of enabling him to carry out ade 
quate checks, and states that “whe 
devising a system which makes use of 
an electronic digital computer, great 
care must be taken to ensure that such 
a system is as readily acceptable as 
possible to the auditor.” (p. 60.) 


There can be no doubt of the capacity 
of these devices for work. “. . . pay- 
packet calculations for about ten thov- 
sand employees can be prepared in 4 
machine working time of six hours.” 
(p. 53.) Again, “. . . it is possible to 
produce, rapidly, copies of invoices; 
the machine having digested the order, 
examined the record of the customer 
to ascertain if it is desirable to sell the 
goods to him, examined the stock posi- 
tion to see if the goods are available, 
if they are not available it is possible 
for the machine to indicate by means 
of one of the pre-written letter pare 
graphs the position as well as make # 
record of the shortage for future manl- 
facturing programmes. As the invoices 
are prepared the machine adjusts the 
stock position for the goods supplied, 
records the details of the sales on 
salesman’s quota record and readjusts 
the customer’s record for future i 
voices.” (p. 56.) 

So far as accountants are concerned, 
one of the most pregnant points and 
not the least of the benefits of these 
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devices is indicated in the author’s pro- 
psition that “the real point behind the 
introduction of any scheme for use 
with an electronic digital computer is 
that the system has to be taken back to 
wry first principles and simplified, 
arefully examined for irrelevancies 
and in most cases radically changed to 
wit the new medium.” (p. 39.) To this 
reviewer, it seems a pity that in an 
dherwise exceedingly well-balanced 
yok for its size, the author did not 
devote a little more space to the discus- 
son of this fundamental point of re- 
view of data processing in preparation 
of the “programme” for the computer. 
However, the author is to be con- 
gatulated on producing a very read- 
ible as well as informative book. He 
takes us into an almost brand-new 
wrld—a world which may seem 
strange to us at present, but one in 
which some of our overseas fellow- 
practitioners are already living, and 
me in which many of the younger 
mmbers, at least, of our profession 
here will no doubt have to live in the 
nt-so-distant future. 

L. GOLDBERG 


Profitable Business Writing, by A. 
S. Donnelly, A.A.S.A., A.C.A.A., 
AC.LS., Butterworth & Company 
(Australia) Ltd., Sydney, 1955. Pp. 
xii + 156, price 32s. 6d. 


The ability to write a good letter or 
port easily is the gift of the few. To 
mst, even the successful ones, it is 
aly by dint of much labour that this 
kill is attained. 

Many accountants are keenly aware 
i the need for greater writing skill 
vithin their own organisations, but are 
tta loss when they attempt to improve 
the standard of their correspondence 
id other writings. To such this book 

prove of considerable assistance. 

This book does not contain the usual 
gate of “specimen” letters because, as 
ie author says, “such letters are dan- 
frous for they encourage people to use 

‘ that are unnatural and not 
wuited to them at all”. Rather does it 
Srive to describe the essential elements 
fgood writing, and to teach the reader 
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to express his own thoughts more effec- 
tively. 

Mr. Donnelly takes his reader 
through a number of logical steps 
which, if correctly followed, should lead 
him to a proper understanding of the 
technique of good writing. 

I found “Profitable Business Writ- 
ing” both entertaining and instructive, 
and have no doubt that others will find 


it so too. 
H.W.H. 


Elementary Statistics for Students of 
Social Science and Business, by R. 
Clay Sprowls, McGraw-Hill, 1955; 
pp. xiii + 392; $5.50. 

To most people, the word “statistics’’ 
suggests either long tables of un- 
interesting figures, or a method of jug- 
gling those figures in order to prove 
something. Many accountants share 
the general aversion to the subject, aris- 
ing largely from uninspiring methods 
of presentation which make it appear 
remote from everyday life. 


Accountants also have a more valid 
reason for their indifference: books on 
“business statistics”, in which they 
might reasonably expect to find some- 
thing to suit their needs, are usually 
designed for the training of economists. 
It is heartening, therefore, to find a 
book on business statistics which has 
some regard for the requirements of 
accountants, and which takes for its 
starting point the view that statistics 
are relevant to the practical problems 
and decisions of everyday life. 


The author points out that we are 
constantly making decisions the out- 
come of which is uncertain—for in- 
stance, when we decide to leave home 
without a raincoat because the weather 
bureau has forecast fine weather. All 
such decisions are based upon an as- 
sessment of the probabilities of dif- 
ferent events. The study of statistics 
helps us to understand the nature of 
the reasoning process behind these deci- 
sions and, in many cases, enables us to 
improve the reliability of our judg- 
ments. 

The book opens with a problem about 
a system for picking winners on the 
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race-track. Although the level of inte- 
rest created by this problem is not sus- 
tained throughout, the reader is con- 
stantly reminded that statistics is a 
method of reaching practical decisions, 
not just a way of rearranging facts. 

That would not be so extraordinary 
in a book written for science students, 
but it is most unusual in a textbook for 
commerce students. To appreciate the 
extent to which the book departs from 
the usual approach of books on busi- 
ness statistics, it is necessary to review 
briefly the subject matter of the more 
conventional texts. 

These usually start off with several 
long chapters on the sources of statis- 
tical data, their collection, tabulation 
and graphic presentation. Then follow 
one or more chapters on descriptive 
statistics: the various averages, mea- 
sures of dispersion and of skewness. 

By this time, ten chapters and nearly 
half the course have gone by, without 
the student receiving even a hint that 
there is anything to be done with statis- 
tical data except to collect them, pre- 
sent them, and describe them. 

The “normal” frequency curve is now 
introduced, and the student gathers the 
mistaken impression that all frequency 
distributions are either normal, or else 
they ought to be. This leads straight 
into tests of significance, followed by 
a few hints on how to take samples. 
The remainder of the course is then 
devoted to three statistical techniques 
which are of importance in economic 
research: correlation, index numbers, 
and analysis of time series. 

That kind of course has some defects, 
I feel. First, the student is likely to 
lose interest while ploughing through 
the early chapters, and to acquire a 
lifelong distaste for statistics. Second, 
the normal distribution is introduced 
too suddenly, and has to be accepted as 
something which is sure to be correct 
because the mathematicians have 
worked it all out. (The binomial dis- 
tribution, which is sometimes used as a 
stepping stone to the normal distribu- 
tion, does not help very much as the 
student has had no experience of that 
distribution either.) Third, the tests of 
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significance tend to become mechanical 
procedures, as the background of pro. 
bability and likelihood, inference and 
alternative hypotheses, is not really 
understood. 

In short, statistical method comes to 
be regarded by the student not as a 
branch of scientific method but ag a 
collection of techniques for use in ap. 
plied economics. 

The book under review is a refresh. 
ing change from all this. The first part 
of the book, representing one-third of 
the entire course, deals with the be 
haviour of small samples and with the 
nature of statistical inference. As the 
author believes actual experience to he 
an essential part of the learning pro- 
cess, there are two sampling experi- 
ments in the first chapter, designed to 
teach the student by experience the 
meaning of sampling error and how it 
tends to be distributed. 

In the next chapter, the theory of 
probability is explained, leading up to 
the binomial distribution. The student 
is shown how to predict, from the 
theory of probability, the distribution 
which he has already obtained experi- 
mentally. 

With the notions of probability and 
sampling error firmly established, sta- 
tistical inference is introduced. Al- 
ternative hypotheses are set up, anda 
choice is made between them on the 
basis of calculated probabilities. And 
so the book proceeds, step by step, to 
build familiarity with, and confidence 
in, statistical processes. The first part 
concludes with a chapter on statistical 
research methods, which contains 4 
section on sources of data and methods 
of collection. The student then under- 
takes a statistical investigation of his 
own, choosing a project, setting up 4 
hypothesis, and testing it by sampling. 

The remaining two-thirds of the 
book is more conventional, and covers 
most of the material usually contained 
in courses of business statistics, except 
tebetation and graphic presentation of 

ata. 

The changes which this book seeks t0 
make in the teaching of business statis 
tics are of particular interest to the 
accountant, for whom sampling 18 4 
tool with a growing field of application. 


The Australian Accountant, August, 1956. 
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Audit sampling is crying out to be 

on a sound statistical basis, and 
there have been most interesting de- 
yelopments in this direction in the 
United States. Sampling is also being 
used for measuring the accuracy of 
derical work, measuring the degree of 
activity in an office, and apportioning 
costs and revenues. Accountants there- 
fore have much to gain from the fuller 
understanding of sampling theory and 
statistical inference which is the chief 
aim of this book. 


The work is not without its 
minor shortcomings. In particular, the 
author’s examples do not always bear 
out his contention that the purpose of 


statistics is to make practical decisions 
from observations. In the very first 
example, the horse-racing problem, it 
seems to me that the information given 
is insufficient for a rational decision, 
and that the solution offered in section 
3.4 is unsound. In example 1.3, the 
hypotheses are, in my opinion, irrele- 
vant to the practical decision to be 
taken. In exercise 10.24, the student is 
asked to decide whether profits in the 
aircraft industry are too high, without 
reference to investment or the value of 
assets. 

Despite these criticisms, I regard the 
book as an important step forward, and 
believe it will prove useful in the teach- 
ing of business statistics in Australia. 

F.K.W. 





An address delivered to the Australian 
Society of Accountants, Tasmanian 
Division, on 28 March 1956, and re- 
peated in May 1956 at the Tasmanian 
Congress of the Institute of Chartered 
Accountants in Australia. 


LAWYERS, ACCOUNTANTS AND TAXES 


R. W. Baker, LL.B., B.C.L., B.Litt. 
Dean of Law, University of Tasmania 


T the outset I should like to make 
quite clear to you my limitations 

m this subject. Firstly, my know- 
kdge of tax law is as yet very tenuous; 
xeondly, I know little or nothing about 
«“eountancy; and thirdly, as an 
wademic my practical legal experience 
tas been of the slenderest character. 
Accordingly, it would seem that either 
lam the worst possible speaker for this 
ubject or that the subject is the worst 
Mssible one for me. Neither of these 
«eusations could have been in any way 
d at Dean Griswold of the Har- 

urd Law School who, in 1954, de- 
ivered a speech on this same topic to 
le Association of the Bar of New 
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York City. Griswold, in his opening 
paragraph, referred to Sheridan’s first 
play, The Rivals, and quoted the line 
from it that reads: “The quarrel is a 
very pretty quarrel as it stands. We 
should only spoil it by trying to explain 
it.” That there has been a quarrel in 
U.S.A. between the lawyers and the 
accountants cannot be doubted, for 
both the law journals and the accoun- 
tants’ publications contain plenty of 
it. What has it been all about? I do 





1. Printed in Journal of Accountancy, Vol. 
100, No. 6, p. 29. It will be obvious that 
I am greatly indebted to Dean Griswold’s 
address. 
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not think we shall spoil it by explain- 
ing it; most people prefer to patch up 
a quarrel, or better still prevent one, 
rather than sit back and enjoy the dis- 
comfiture of others, as apparently 
Sheridan’s character did. 


In large measure the dispute in 
U.S.A. arises from the disparity be- 
tween the traditions of the two profes- 
sions. For seven centuries or more 
the practice of the law has been recog- 
nised as a profession in England; its 
ancient traditions accompanied the Pil- 
grim Fathers to the shores of the New 
England and took root and prospered. 
At the same time the educational stan- 
dards demanded for entry into the pro- 
fession grew more and more rigorous 
until the position has been reached to- 
day that in most American States a 
student cannot enter upon a law course 
until he has obtained a college B.A.; in 
other words, law study has become a 
postgraduate study. As a result of 
these two things, an ancient tradition 
and stiff educational standards, Ameri- 
can lawyers are, as Griswold points 
out, sensitive in guarding the area of 
endeavour that they think belongs to 
them, particularly in their attitude to 
the accountancy profession, which is so 
much newer and has such less well 
established traditions.2, Moreover the 
accountancy profession is not as well 
organised, consisting as it does of three 
classes of persons; those who are cer- 
tified public accountants, those who 
have no certificate but act as public 
accountants, and those who are tax 
agents or tax consultants or advisers 
of one kind or another. Further, apart 
from the lack of organisation, only the 
first group meets the requirements laid 
down for a profession of high educa- 
tional standards and conformity with 
a strict ethical code. And even this 
group an impartial observer would find 
it difficult to place on a footing of 
equality with the legal profession, for 
although its members can be subjected 
to disciplinary action, nothing so de- 





2. The American Association of Public Ac- 
countants was not formed until 1887. 


344 


vastating as disbarring can happen to 
them. The legal practitioner is ad. 
mitted to practice by a court and can 
be deprived of his right to practise by 
a court; should he be struck off the rol] 
it is unlikely he will ever be allowed to 
practise again. On the other hand the 
public accountant suffers no_ guch 
calamity if he loses his certificate; cer. 
tainly he loses his right to call himself 
a certified public accountant but he 
can go right on practising. 


It is these factors that have caused 
the legal profession in the U.S.A. to 
keep a jealous and zealous eye on the 
accountants. The case around which a 
great deal of controversy between the 
two professions has revolved recently 
bears the name of Agran v. Shapiro! 
From the accountants’ point of view, 
additional fuel was thrown on the fire 
of disagreement because of the action 
of the Californian Bar Association in 
backing the defendant. The bone of 
contention lay in the fact that Mr. 
Agran, a public accountant employed 
by a husband and wife to make out 
their tax returns, had testified when he 


brought an action to recover his fe 
that he “spent five days in the county 
law library and in his office reading 
tax services, cases, reports and de 


cisions.” Thereupon the court held 
that he had been practising law and 
his action failed.* I will return to this 
case at a later stage, but in the meat- 
time let us take a look at the position 
in Australia. The same difference in 
the length of tradition in the two pro 
fessions exists. 


The English settlers in New South 
Wales naturally brought with them the 
English common law with all its con 
comitants of background and centuries 
old traditions. On the other hand the 
accountancy profession did not make 
its first organisational move until 1885, 
although thereafter various State In- 


— 





3. Decided in June 1954. 

4. An appeal is at present pending in 
faadiate Department of Los Angeles 
County Court’s Superior Court. The opée 
ing brief was filed by Counsel for the 
California Society of C.P.A.’s and the 
American Institute of Accountants. 


The Australian Accountant, August, 19%. 





ut he 


caused 
A, to 
on the 
hich a 
en the 
cently 
apiro.s 

view, 
he fire 
action 
ion in 


LAWYERS, ACCOUNTANTS AND TAXES 


stitutes were formed and in 1907 the 
Australasian Corporation of Public 
Accountants was established as the re- 
cognised professional body. It is true 
that this step, followed by the granting 
of a royal charter to the Corporation 
in June 1928 and the recent amalga- 
mation resulting in the Australian 
Society of Accountants, made for con- 
siderable cohesion, but even this 
amount of solidarity has come about 
much later than was the case with the 
lawyers. Educationally, both the Char- 
tered Institute and the Australian 
Society conduct examinations of good 
standard, though not as intensive as 
those the student lawyer faces nor de- 
manding the same starting require- 
ments." Both the Institute and the 
Society have codes of ethics and dis- 
tiplinary powers for breaches but no 
right to disbar. As with the Ameri- 
tan, a member may lose his member- 
ship but he can continue to practise. 


The comparative position of the two 
professions in Australia then is much 
the same as it is in U.S.A. But we 
have not had the same disagreements, 
controversies and quarrels. Why? 
Perhaps the major reason has been 
that in the field of taxation the legal 
profession has largely missed the bus, 
mainly as a result of ignorance—ignor- 
ance of the real nature of the work and 
the opportunities inherent in it and 
fundamental ignorance of tax law as a 
field of legal knowledge; that is, ignor- 
ance both of the theory and the prac- 
tite of tax law. For this the universi- 
ties, where the overwhelming propor- 
tion of legal practitioners receive their 
training, must take most of the respon- 
sibility, since their law courses have 
not included taxation law and have re- 
quired little or no accountancy instruc- 
ton. Both taxation and accounting 
are taught in American law schools. 


But the situation in Australia is be- 
gnning to change. Quite a few uni- 
versity law teachers, amongst whom I 
count myself fortunate to be one, have 


i. Matriculation is a prerequisite for a uni- 
versity law degree which is the normal 
qualification of legal practitioners. 
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in recent years had the opportunity of 
studying the contents of law syllabuses 
and methods of teaching in American 
universities, as a result of which they 
have been convinced of the necessity 
for taxation courses in law instruction. 
Melbourne University has already 
made a start and it is hoped to follow 
suit in my own university next year. 
The consequences will be that in the 
not too distant future a new crop of 
legal practitioners will appear who will 
see and understand not only the oppor- 
tunities of tax law practice but the 
duty to their clients to master the sub- 
ject. Then may come a clash between 
the two professions; then will the task 
arise of seeing to it that the American 
squabbles do not repeat themselves 
here. 

As Griswold pointed out in his ad- 
dress to the New York Bar Associa- 
tion, there are many aspects of tax 
practice which range from the very 
simple, like making out routine tax 
returns, to the complex, such as the 
framing of objections or the effect of a 
company reorganisation. There are 
matters which involve intricate know- 
ledge of mathematics and accounting 
knowhow, such as certifying balance 
sheets or instituting book-keeping sys- 
tems; there are other matters which 
just as obviously demand legal know- 
ledge and training. Some of all these 
matters will clearly belong to the ac- 
countants and will, either because they 
are simply a mechanical filling in of 
forms or because they entail an ac- 
counting skill which lawyers cannot 
possess, be left by the legal profession 
to the accountants. Likewise, some of 
the other matters I have mentioned will 
naturally ensue to the lawyers. It is on 
the periphery or where there is an over- 
lap that risk of collision and of conse- 
quent disagreement is to be feared, and 
the danger may have to be faced either 
at the stage of consultation and advice 
about the effect of taxation on transac- 
tions planned for the future or on the 
actual preparation of tax returns and 
subsequent proceedings. It is here 
that an understanding of each other’s 
point of view, level-headedness, and a 
desire for co-operation will be called 
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for, because it is these very things that 
would appear to be missing on the 
American scene. It is true that in 
many instances where there is no clear 
dividing line it is possible to say that 
an accountant has been wrong in do- 
ing the work he did because it was 
really legal or that a lawyer was tres- 
passing on a field which was obviously 
accounting. But very often, though 
one or the other may have been tres- 
passing, if what he did is looked at 
with common sense, and _ without 
emotional sensitivity, it will be realised 
that because the trespass was slight or 
the amount of money involved was 
small or the issue trivial or routine it 
was completely understandable and 
justifiable. 


I would suggest that if we are to 
learn from the American experience, 
the kind of co-operation and mutual 
understanding that the future will call 
for may be brought about by (amongst 
other things) attention to the follow- 
ing matters. In the first place, it is 
most desirable that the accounting pro- 
fession should have much greater con- 
trol over all the individuals who gain 
a living from accounting. As in the 
U.S.A., there are in Australia in effect 
three groups, the first comprising 
those who belong either to the Char- 
tered Institute or to the Australian 
Society of Accountants, the second 
those who do not have the qualifica- 
tions required for membership of these 
two bodies but who set up as public 
accountants, and the third, the more 
specialist but often least professionally 
trained group who practise as tax 
agents or tax consultants. In the 
U.S.A. the enrolled tax agent, unless 
a lawyer or certified public accountant, 
is required to pass a written examina- 
tion and once admitted must conform 
with the rules of conduct of the ac- 
counting profession. In Australia tax 
agents are registered by Registration 
Boards who consider amongst other 
things whether an applicant is “a fit 
and proper person”. This does not 
necessarily entail an examination, 
though Boards sometimes do require 
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examinations. Thus though there jg 
some degree of control over ta 
agents by Registration Boards, ther 
is none by the accountancy profession 
itself and if the profession is to reach 
a position of equal bargaining power 
with and obtain proper recognitio 
from the legal profession it must gain 
control over these people, and indeg 
over all persons who practise in any of 
the facets of accountancy. More im. 
portant still, and this may not bea 
welcome suggestion to the Chartered 
Institute, the profession should organ 
ise itself into one single body with on 
governing authority responsible for its 
educational standards and proper pro 
fessional conduct. This is not to say 
that there could not be different a. 
aminations for different kinds of prac. 
tice but the proper maintenance of 
standards should be in the hands of 
one body. A move of this kind should 
then be followed by a comprehensive 
system of registration for the whol 
of the profession along the lines intro 
duced not so long ago in New South 
Wales. The compulsory registration 
of company auditors under the Com- 
panies Act and of tax agents under the 
Income Tax Assessment Act is 3 
pointer in this direction. But to estab 
lish a truly professional status, control 
of accountancy work must be single 
and complete, as is the case with the 
lawyers.® 


To return now to the Agran ¥. 
Shapiro case. Legally there seems 
little doubt that an Australian account 
ant could do what Mr. Agran did and 
get paid for it (though I suggest that 
a fee of $2,000 would be considered by 
a court to be unreasonably avaricious, 
at least on Australian standards). 
There is very little in the tax field that 
the accountant cannot undertake & 
cept, of course, appear in court. But 
any Australian Mr. Agran would find 
himself very unpopular with the legal 


a 





6. This suggestion is given weight by the 
recent complaint made in Canberra thst 
many public servants are operating 
lar private accountancy practices. the 
Melbourne Herald of Friday, 13 April 
1956. 


The Australian Accountant, August, 194. 





> Gh. Gi CP aheen.. 4. 6... 2. 2 fe ot oe oe oo eee ee oe 


LAWYERS, ACCOUNTANTS AND TAXES 


profession, and although he might win 
once or twice his actions in the long 
run would not be in the best interests 
of his clients generally. What Mr. 
Agran did was largely legal work and 
should be left to the lawyer if for no 
other reason than to maintain har- 
monious relations between the two pro- 
fesions. But it would be unfair to 
suggest that Mr. Agrans exist only 
amongst accountants; the lawyers are 
not free from the same kind of friction- 
causing activity. I suggest that to 
prevent the rather unhappy situations 
that arise from this kind of conduct 
both professions must actively strive 
to work on terms of co-operation and, 
on the occasions that demand it, as a 


These objectives will entail: 

(1) The accountant must be scrupu- 
lus in keeping to accountants’ work 
and the lawyer must be equally scrupu- 
lously in keeping to his. In the field of 


inome taxation, for example, the fill- 
ing in of returns is pretty clearly the 
feld of the accountant. For what hap- 
pens after assessment no general rule 


valid for all circumstances can be laid 
down, but in most cases, if objections 
0 assessment are going to be made, 
a lawyer should be consulted because 
the taxpayer is restricted in later pro- 
ceedings to the grounds set forth in 
the objection. Legal knowledge and 
egal skill in drafting objections are 
essential. And advice as to what evi- 
dence is available to support them 
makes the appearance of a legal prac- 
titioner at this stage even more neces- 
sry. On the other hand in at least 
three respects lawyers should take a 
closer look at themselves. Firstly, in 
tation to the position of some of them 
&% tax agents. Many of the present 
wlicitor-tax agents have had little or 
lo instruction in tax law or accounting, 
with the result that much of the tax 
work done by them is of a poor stan- 
These men should re-examine 

ér position and consider whether 
his is not a field for accountants and 
m the legal side for law specialists. 
ndly, many firms of solicitors have 

® their staffs a full time accountant 
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whose job it is to keep their books. 
These accountants should not, as they 
frequently do, render accounting ser- 
vices to the firms’ clients. Thirdly, 
when clients of accountants are re- 
ferred to solicitors for advice on the 
legal aspects of a transaction the solici- 
tors should confine themselves to such 
aspects and not, as sometimes happens, 
take over the whole matter. 

(2) Lawyers should encourage their 
clients to seek the advice of qualified 
public accountants whenever accounting 
problems arise, and in the same way 
the latter should encourage clients to 
seek advice from lawyers whenever 
legal questions are presented. Often 
this will mean that the services of both 
a lawyer and an accountant will have 
to be paid for, but if the matter is a 
complex one it will be well worth while. 

(3) In many ways both professions 
act as business advisers. When acting 
in such a capacity they should be ready 
to combine their skills. The two pro- 
fessions should complement one another 
on such matters as objections to assess- 
ments, estate planning, superannua- 
tion schemes, the valuation of shares 
in private companies for purposes of 
probate, and so on. 

(4) Emotional sensitivity and pro- 
fessional jealousy must be kept to a 
minimum. 

(5) Joint conferences should be held 
with frank and open discussion. 

It will be remembered that at the be- 
ginning of this article I made it clear, 
I hope, that I realised there was little 
or no friction between the two profes- 
sions at the moment. With an increas- 
ing interest by lawyers in the tax field 
and with tax courses commencing in 
the university law schools, I do sug- 
gest that friction may arise unless 
some thought is given to the likely 
problems and unless both professions 
put their houses in order. Tolerance, 
co-operation, teamwork and a mutual 
understanding and appreciation will 
all be called for. These should not be 
beyond the capacity of educated pro- 
fessional men and I am sure that, pro- 
vided an effort is made, the future will 
hold little cause for worry. 
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Australian Society of Accountants 


VICTORIAN DIVISION 


July luncheon 


Mr. N. V. Nixon, Managing Director, N. V. 
Nixon & Co. Pty. Ltd., Advertising Agents, 
was the speaker at the July luncheon, his 
subject being Television, the New Tool in 
Marketing. 


The speaker who had just returned from an 
extensive tour overseas during which he 
visited America, England, and the Continent, 
made members aware of the great and imme- 
diate impact that television would have on 
marketing as soon as it was introduced in 
Australia. 


Family Circle discussion 


At the July meeting the subject was Cost 
Reduction in the Office, and Mr. T. J. Hubner 
of W. D. Scott & Co. led the discussion. The 
importance of analysing procedures and rou- 
tines in an office with the object of integrating 
to achieve cost reductions was stressed. The 
continued increase in office costs in relation 
to production had led to great importance 
being placed on office methods engineering. 


After Mr. Hubner’s address, members pre- 
sent discussed problems they had encountered 
in their own businesses. 


Bendigo Branch 


On 16 May, members were shown a series 
of sound films on Management in Industry, 
including supervision and employer-employee 
relations, together with a colour film on Point 
Peter—Canadian Nature Sanctuary. The films 
were supplied by the State Film Centre. 


Ballarat Branch 


A meeting of the Ballarat Branch was held 
on Wednesday evening, 4 July, with Mr. W. S. 
Hooper, A.A.S.A., Chairman of Branch Coun- 
cil, in the chair. Mr. J. Hill, A.A.S.A., a mem- 
ber of the Appeals Branch of the Victorian 
Taxation Office gave an interesting lecture 
entitled The General Basis of Income Tax 
Assessment. Mr. Hill was assisted in a very 
comprehensive question time by Messrs. R. H. 
Etty, A.A.S.A., and L. M. Bohan, A.A.S.A., 
who were in Ballarat for the occasion of the 
taxation advisory visit. In addition to a 
large number of Branch members and 
students, guests included members of the 
Ballarat Law Association. Mr. E. Coulson, 
A.A.S.A., Deputy Chairman of the Branch 
Council, moved a vote of thanks to the lec- 
turer. 
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Coming events 

The Division is arranging with the National 
Cash Register Company for a two-day display 
of accounting machines and a special demon- 
stration for members in the evening, including 
a film on electronic accounting. 

Personal 

Mr. James Meredith Jukes has been a¢ 
mitted as a partner of Wootton Sons é 
Elvish, Chartered Accountants (Aust.), 
from 1 July, 1956. 

Mr. Malcolm Evans, A.A.S.A., has joined the 
Board of Gilbert Court Pty. Ltd. 

Mr. J. Roy Kinsman, F.A.S.A., of the 
Hemingway Robertson Institute, has left for 
an extended trip abroad. Mr. Kinsman wil 
study the latest professional developments in 
England and America. 


NEW SOUTH WALES DIVISION 


Wollongong Convention 

The following is the tentative programme: 
Friday, 9 November 

Evening: Buffet Dinner and Social. 
Saturday, 10 November 

Morning: Official opening. 

Paper: What the Cost Accountant Should 
Do For Management. 

Afternoon: Tour and inspection of Sted 
Works. 

Evening: Introductory talk on Electronics 
as Applied to Accounting. Film an 
Inspection of Electronic Data Processing 
Equipment Installation. 

Sunday, 11 November 

Morning: Paper: Direct Costing. 

Those members who intend to visit Wollor 
gong for the Convention should inform 
State Registrar of their accommodation 
quirements as early as possible. 

Coming events 

August 14: Taxation lecture. 

August 21: Taxation lecture. 

August 22: Members’ luncheon. 

August 28. Taxation lecture. 

September 6: Taxation lecture. 

September 20: Research lecture. 

October 31: Members’ luncheon. 

November 9, 10 and 11: Accounting convel- 
tion, Wollongong. 


Personal 

Mr. G. E. Brangwin, A.A.S.A., has bee 
elected President of the Incorporated Au 
tralian Insurance Institute. 
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NEWS AND NOTES 


Messrs. J. A. L. Gunn & Partners have ad- 
mitted Mr. M. Maas, A.A.S.A., a senior mem- 
ber of their staff, to the partnership as from 
1 July, 1956. The name of the firm will re- 
main unchanged. 

The offices of Messrs. Weston, Tiedemann 
& Co. were removed to “The Wales House”, 
66 Pitt Street, Sydney, on 2 July 1956. Tele- 
phone number BL 5431 (3 lines). 

On July 2, 1956, Messrs. F. Howe Talbot & 
Co. removed their offices to Room 633, 6th 
foor, 66 Pitt Street, Sydney. Telephone num- 
ber BL 5291. 

Mr. E. H. R. Dowdy, A.A.S.A., recently had 
conferred upon him the degree of Doctor of 
Philosophy, University of Heidelberg. 

Mr. J. Gattenhof, F.A.S.A. has admitted 
Mr. Ronald Albert Le Breton, A.C.A. (Aust.), 
to partnership as from 1 July, 1956. The 
practice will now be carried on under the 
frm name of Joseph Gattenhof, Le Breton & 
Co. at 53 Haldon Street, Lakemba. 


Obituary 

We regret to record the death of Mr. C. F. 
Hawken, F.A.S.A., of Newcastle. Mr. Hawken 
was the first Chairman of the Newcastle 
Branch of the Australian Society of Accoun- 
tants, and his loss to the profession in New- 
castle will be greatly felt. Prior to the forma- 
tin of the Australian Society of Accountants 
he was for many years very actively asso- 
ated with the former Federal Institute of 
Accountants. 


SOUTH AUSTRALIAN DIVISION 


lecture series 

A full enrolment was received for the series 
of lectures given by Dr. A. W. Meadows, 
Senior Lecturer in Psychology at the Univer- 
tity of Adelaide, on Human Relations and 
Psychology as applied to Business and Office 
Management. The State President, Mr. L. A. 
Braddock, opened the series and although 
mly one lecture had been given at the time 
f the preparation of these notes, it was 
tious that the series would prove most in- 
teresting to those who attended. 


Members’ dinner 

Arrangements are being made for a mem- 
bers’ dinner to be held at the Myer Apollo 
t Hall on Friday, 28 September. As 
his will be an occasion on which the Society 
vil entertain kindred organisations and other 
tvie leaders, the Divisional Council hopes for 
m excellent response from members. 


Research committee 
The South Australian Research Committee 
sat present considering matters for research 
turing the ensuing year. Matters listed for 
ion are Company law revision, and 
fom and presentation of local government 
«tounts. Any members interested in joining 
we of the above research groups are requested 
wadvise the State Registrar. 
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It is hoped to re-constitute the group ap- 
pointed to conduct research into Stock Valua- 
tion Methods, and Mr. M. G. Kennedy, a mem- 
ber of the Divisional Council, has been ap- 
pointed chairman of this group. Members 
interested in this subject are likewise asked 
to communicate with the State Registrar. 


Personal 
Mr. K. D. Hilton, F.A.S.A., has been ap- 
pointed Registrar of the Industrial Court. 
Mr. V. C. E. Scanlon, A.A.S.A., has been 
appointed a Director of Colton, Palmer & 
Preston Limited. 


QUEENSLAND DIVISION 

Members’ luncheon 

The first of the 1956 series of luncheons for 
members in the metropolitan area of Brisbane 
was held on 21 June in the Maple Lounge, 
McDonald’s Restaurant, Edward Street. The 
speaker was Dr. D. Gordon, Director of In- 
dustrial Medicine in the State Health Depart- 
ment and his subject was Doctors in Overalls. 

Dr. Gordon outlined the progress being made 
in assisting industry to reduce lost man-hours 
and at the same time in protecting the health 
of workers, particularly those in hazardous 
occupations. 

A vote of thanks was moved by Mr. R. A. 
McInnes. 


Educational group 

A large audience attended the meeting held 
on Thursday, 21 June, at the Oddfellows Hall. 
This took the form of a symposium dealing 
with the problem of verification of trading 
stocks. 

The first speaker was Mr. T. A. Hiley, a 
partner in Hiley, Jarrott and Doggett, Char- 
tered Accountants. He dealt with the subject 
from the viewpoint of the director. He was 
followed by Mr. J. T. Catton, A.A.S.A., Secre- 
tary of United Metal Industries Limited, who 
dealt with the problem from the viewpoint 
of the company accountant and secretary. The 
auditor’s approach to the subject was handled 
by Mr. E. W. Savage, a partner in Cooper 
Brothers, Savage and Co., Chartered Accoun- 
tants. 

During the discussion which followed, the 
importance of this subject and the interest 
it held for members were apparent. It was 
considered also that this symposium was held 
at a most opportune time of the year, and all 
who attended left the meeting far better 
informed of their responsibilities in the ap- 
proach to the difficult task of verifying their 
trading stocks. 

The Chairman of the Educational Group 
Committee, Mr. A. Donnelly, proposed a vote 
of thanks to the three speakers. 


Presentation of membership certificates 

To enable newly admitted members to meet 
Divisional Councillors and to receive their 
certificates of membership of the Society in 
person, an enjoyable function was arranged in 
the rooms of the Overseas League at 5.30 p.m. 
on 21 June. 
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NEWS AND NOTES 


Mr. John Devitt, the State President, wel- 
comed forty new members, and in doing so 
impressed upon them their obligations to the 
profession and the Society. He also stressed 
the need for members to continue studies and 
take an active part in the Society’s educational 
activities, to ensure that they remained cap- 
able and efficient accountants. 

After the presentation of certificates, re- 
freshments were served, and the new members 
and Councillors had the oportunity of meet- 
ing informally. 


Personal 

Messrs. C. W. Thom and C. E. Smith an- 
nounce that as from 3 February, 1956, the 
practice formerly conducted in Townsville 
under the name of Fell & Thom, and latterly 
as Thom & Malcolm, was reconstituted. Mr. 
J. F. Malcolm has retired from the practice 
owing to ill-health, his interest having been 
acquired by Mr. C. E. Smith, whose former 
accountancy and taxation practice has been 
amalgamated with that previously conducted 
by Messrs. Thom & Malcolm. The combined 
practices are now to be continued under the 
name of Thom & Smith at Bank of New 
South Wales Chambers, Flinders Street, 
Townsville. 

The State Registrar, Brigadier J. L. Amies, 
O.B.E., V.D., F.A.S.A., has been appointed 
A.D.C. to His Excellency the Governor- 
General. 

Mr. C. P. O’Shea, F.A.S.A., announces that 
as from 30 June, 1956, he has admitted into 
partnership with him Messrs. S. J. Joyner, 
R. B. Allen and J. H. Hawley. The partner- 
ship practice will be conducted from the pre- 
sent address at Lucas Chambers, 122 Bast 
Street, Rockhampton, in the firm name of 
C. P. O’Shea and Company. 

Mr. John Buntain, A.A.S.A., has been ad- 
mitted into partnership in the firm of Messrs. 
Joseph Kenna & Co., Rockhampton. The 
practice will be continued at the same address 
as formerly, under the same firm name, by 
Messrs. H. F. Jones, T. J. Richards, C. P. 
Tregurtha, H. J. Humphreys and J. Buntain. 


TASMANIAN DIVISION 

Arthur Capper Moore Memorial Lecture 

On Monday, 24 September, 1956, Dr. Harold 
Farlow Craig, D.C.S., B.A., A.A.S.A., A.C.A.A., 
A.C.LS., will deliver the 1956 Lecture in 
Hobart. The title of Dr. Craig’s address will 
be The Accountant and Formulation of Pricing 
Policy. 

Dr. Craig is a graduate (Doctor of Com- 
mercial Science) of Harvard University, and 


was for some time an Assistant Professor ef 
Business Administration at the Harvan 
Graduate School of Business. He is now , 
erent, Consultant with the Melbourne 
office of W. D. Scott & Co. He has published 
a book, Administering a Conversion to Elec. 
tronic Accounting (Harvard, 1955). 

Members will be given further particulars 
by circular. 


Visit of Professor Martin L. Black, Jr. 

Professor Martin L. Black, Jr., Fulbright 
Visiting Professor of Accounting at Canberra 
University College, has accepted an invitation 
to undertake a number of activities on the 
Society’s behalf. The programme that has 
been drawn up for him provides for a visit 
to Tasmania from October 15 to 20, and during 
this time he will deliver a public lecture on 
the subject, The Status of Accounting in 
American Industry. Further details will be 
notified by circular. 


Northern Branch 

Arrangements are being made for a film 
evening in Launceston for Northern Branch 
members. Some interesting films are being 
obtained and members will be assured of an 
interesting evening. Further details will be 
given by circular when final arrangements are 
concluded. 


Office and library 

The Registrar’s office has now been moved 
to Suite 209, 2nd floor, Richardson’s Building, 
86 Murray Street, Hobart. A separate room 
is available for Library facilities and members 
and students are urged to make use of it. 


Annual meeting 

The third annual meeting of the Division 
was held at Highfield Hotel, Hobart, on Wed- 
nesday, 28 March, 1956. 

The following were declared elected to the 
Divisional Council: Messrs. Q. McDougall, 
J. G. Cooper, R. Woolley, G. M. A. Alcock, 
H. A. Braby, J. G. Clark, H. H. Cummins, 
F. Gason, M. J. Jillett, H. A. Kerr, D. W. 
Tapping and A. C. Wallace. 

Mr. L. L. Hibbard, A.A.S.A., was re-elected 
Auditor. 

After the meeting, members heard a most 
interesting address by Professor R. W. Baker, 
LL.B., B.C.L., B.Litt., Dean of the Faculty 
of Law, University of Tasmania, whose sub- 
ject was Lawyers and Accountants, and Taxes. 

The following office-bearers have been 
elected for the current year: President, Mr. 
Quentin McDougall, F.A.S.A., Vice President, 
Mr. J. G. Cooper, F.A.S.A.; Hon. Treasurer, 
Mr. R. Woolley, A.A.S.A. 
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yEWS AND NOTES 


Australian Accountants Students Society 


SOUTH AUSTRALIAN DIVISION 

June meeting 

The June meeting of the Society took the 
form of an interesting lecture by Mr. R. W. 
Robertson, B.Com., A.A.S.A., Director of 
Studies of the Hemingway-Robertson Institute. 
The subject was Stage 1 Accounts, with special 
reference to the recent papers. 


Australasian Institute 


NEW SOUTH WALES DIVISION 


Film Evening 

On June 25, a film evening was held in 
Shell House. For the first time members were 
invited to bring their wives and families with 
thm and there was an excellent response. 
The hall was filled to capacity despite most 
umpleasant weather and the alternative attrac- 
tion on such a night of the Second Test. The 
flms selected were particularly good and a 
mst enjoyable evening concluded with supper. 


July meeting 

On 24 July a group of members attended a 
demonstration of accounting machines and 
equipment given by the South Australian 
Branch of Burroughs Limited. This demon- 
stration was most successful and we are in- 
debted to Burroughs Limited for arranging 
such an interesting evening. 


of Cost Accountants 


Factory Visit 

A visit to the works of Australian Iron & 
Steel at Port Kembla was made on June 20. 
A limited number only could be taken and 30 
members made the trip. Motor car transport 
was arranged for all the party and the drive 
down and back was a welcome part of the 
outing. 

The inspection followed the standard 
pattern which A.I.S. adopt for their regular 
public inspections and the members had an 
opportunity to see the many interesting 
features connected with this phase of the 
steel industry. 
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PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 


ACCOUNTANT—Applications are invited 
for the position of Accountant as Assistant to 
the Chief Accountant. Duties include control- 
ling an office staff of approximately 40 per- 
sons, assisting with the preparation of monthly 
financial returns. Salary payable will be above 
average, and will be commensurate with the 
position. Apply by writing to the Secretary, 
Ansett Airways Pty. Ltd., Commonwealth 
Aerodrome, Essendon. 


ASSOCIATE with Practice situated at South 
Yarra, has time available to assist other 
practitioners. Reply to Box 426, c/o Australian 
sane of Accountants, 37 Queen Street, Mel- 

ourne. 


ASSOCIATE, Tax Agent wishes to purchase 
small to medium New South Wales country 
practice or partnership. Married accommoda- 
tion necessary. Please reply No. 216, Austra- 
lian Society of Accountants, 5 Bligh Street, 
Sydney. 


INTEREST IN ACCOUNTANCY PART- 
NERSHIP, A.A.S.A., A.C.1.S., A.C.A.A., Local 
Government Auditor, 50 years of age, excellent 
health, very experienced, has small practice, 
interested in partnership or other arrange- 
ment with Sydney or Suburban Accountancy 
Firm. Replies in confidence to No. 217, c/o 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


MELBOURNE PRACTITIONER _experi- 
enced in Accounting, Auditing and Taxation 
has time available to assist other accountants. 
Write Box 424, c/o Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


15/-. 


PURCHASE OF PRACTICE h 
Accountants with wide experience 
purchase Sydney practice. Replies in 
dence to No. 214, c/o Australian Societ 
Accountants, 5 Bligh Street, Sydney. 


PURCHASE OF PRACTICE—Firm 
Chartered Accountants wishes to pur 
practice with presentable office in vicin 
G.P.O., Sydney. Replies, treated as conf 
tial, to No. 215, c/o Australian Socal 
Accountants, 5 Bligh Street, Sydney. 


PURCHASE OF CLIENTELE—A 
bourne firm of Chartered Accountants 
new offices, facilities and staff for exp 
would purchase a practice of any size, 
inquiries treated confidentially. Reply to 
1768Q, G.P.O., Melbourne. 


UNIVERSITY OF MELBOURNB © 


FACULTY OF LAW 


Applications are invited for the positi 
INDEPENDENT LECTURER in Rew: 
(Part-time). The salary is £130 per 
Application forms and conditions of 
ment may be obtained from the Reg 
with whom applications should be lod 
28th September, 1956. F. H. Joh 
tegistrar. ; 


SENIOR qualified or near qualified m 
female for responsible position with 
accountants. Good prospects, and salary 
mensurate with experience. Stone, f 
Co., 3 Queens Road, Melbourne. 





Superannuation Scheme. 





its own golf course, bowling green and other amenities. 
made available at a nominal rental, with free electricity and coal. Adequate salary, ® 
accordance with qualifications and experience of applicant. Non-contributory 5t 


POSITION VACANT 


ACCOUNTANT } 

The Commonwealth Portland Cement Company Limited wants an energetic your 
man as Works Accountant for its Works at Portland, N.S.W. Preferably 25-35 years. 
Main duties: to control Accounting staff and procedures, including process costing an 
Branch accounts. a 
Portland, situated a few miles from Lithgow, enjoys a mountain climate and 1 : 


A company cottage will 


For further particulars write, giving full details of qualifications and experien¢ 
to the Secretary, Box 1571, G.P.O., Sydney. 
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